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Abstracts 

College Costs and Student Aid, Kenneth C. Green 



I uition increases have out-paced inflation in recent years, but institu- 
tions are not neglecting aid to student. The campus contribution to 
student financial aid programs has grown far more than the recent in- 
creases in tuition. This increased institutional role in financial aid is 
directly linked to the reduced eligibility for federal aid which has af- 
fected tens of thousands of families over the past six years. And it 
comes at great cost to institutions, which must continue to defer infi-a- 
structures to underwrite aid for their students. 

These statements are based on analyses of data from two sources: (a) 
the annual fi:'eshman survey data of the ACE-UCLA Cooperative Insti- 
tutional Research Program (CIRP), the nation's largest and oldest 
empirical study of higher education, and (b) the annual freshman fi- 
nancial aid survey conducted by Peterson's Guides, one of the nation's 
premier publishers of resource books on higher education. 

Pell Grant Program Changes and Their Effects on Applicant 
Eligibility, 1973-74 to 1988-89, Tom G. Mortenson 



his paper examines the effects cf changes in the design of the Pell 
Grant Program on applicant eligibility over the sixteen years between 
1973-74 and 1988-89. The primary measure of these effects is the pur- 
chasing power of the Pell Grant for financial aid applicants relative to 
the college attendance costs they face. The eligibility for Pell Grants is 
determined for representative dependent and independent cases at 
three kinds of higher educational institutions. This eligibility is com- 
pared to the actual college attendance costs faced by students attend- 
ing these colleges. The paper then identifies the des^jjn components of 
the Pell Grant Program that have been changed in ways that alter 
applicant eligibility for Grants, and explores their implications. 

The paper concludes that during the sixteen year life span of the Pell 
Grant Program, Congress has shifted the focus of Pell Grants away 
from lowest resource aid applicants toward applicants from more 
middle income backgrounds, and that this shifting focus will continue 
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in the 1988-89 award year. Applicants whose income and assets 
produced the highest eUgibility for Pell Grants have seen the maxi- 
mum Pell Grant increase by 50 percent since 1975-76. During this 
same period of time, the college costs they faced increased by about 150 
percent. Pell Grants have lost purchasing power since 1975-76 for six 
of the eight Pell applicant cases examined in this study. In only one 
case did applicant eligibility increase. 

Other students with discretionary income above amotmts protected 
from assessment toward the family contribution have received new or 
expanded eligibility as a result of program changes made by Congress. 
These changes include reduced assessment rates against discretionary 
income, the addition of an allowance for state and local taxes, and 
increased multiple student offsets — changes that benefit only higher 
income applicants with discretionary family resources. 

Under the constraint of limited program funding, the enhancements to 
Pell eligibility for the applicants who gained eligibility have been 
financed partially but significantly by the loss of Pell Grant purchasing 
power for those who were the original focus of the Basic Educational 
Opportunity Grant Program. 



Trends in Financial Aid Among Blacks and Non-Blacks 
in Maryland, Michael J. Keller 



his paper describes the level of financial assistance received by Black 
students attending Maryland's public colleges and universities. The 
study also compares the level of financial aid to Blacks to assistance 
received by Non-Blacks. Specifically, this paper focuses on trends in 
various types of financial support received by undergraduate and 
graduate/professional students enrolled at a Maryland public college or 
university between Fall 1981 and Fall 1985. 

The data presented in this paper suggest that cuts in the availability of 
federally-funded grants and scholarships during the last several years 
have had a sharp impact on the way Maryland's Black students are 
paying for their college education. The number of Black undergradu- 
ates who received grants fell far more steeply than did the Black en- 
rollment rate. Likewise, there was a steady decline in the proportion 
of all Black undergraduates who obtained grants. At the same time, 
the number of Blacks with loans rose as did the amounts being bor- 
rowed. The median debt incurred for education-related expenses by 
Blacks soared between 1983 and 1985. 
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College Costs and Student Aid^ 



Kenneth C. Green, Ph.D. 

Associate Director 

Higher Education Research Institute University of California, Los Angeles 



Rising college costs have been the subject of substantial public discus- 
sion over the past year or so. Departing Education Secretary William 
Bennett has been very outspoken on this issue, criticizing the nation's 
colleges because tuition and related costs have been rising faster than 
inflation.^ However I think it is fair to say that the Secretary and 
other senior officials in the Department have been somewhat selective 
about their use of the data on college costs and, equally important, 
information about student participation in various financial aid pro- 
grams. Department officials have not provided members of Congress 
or the American people with some key information about recent trends 
in student participation in aid programs and data on campus expendi- 
tures for financial aid. Both these issues have a direct impact on col- 
lege costs. 

The real news about college costs and financial aid is that the nation's 
colleges and universities are funding a growing share of student finan- 
cial aid. Criticism about rising tuition overlooks the fact that a signifi- 
cant portion of the financial aid burden has passed from government to 
colleges since 1980. The rising institutional role in financial aid is a 
direct consequence of the reduced student eligibility for Pell Grants 
ever the past six years and real decline in the value of the federal aid 
students do receive. In short, institutions are using their own funds to 
replace the money previously available to many students through gov- 
ernment sources. 

I make these statements based on analyses of data from two sources: 
(a) the annual fireshman survey data of the ACE-UCLA Cooperative 
Institutional Research Program (CIRP), the nation's largest and oldest 
empirical study of higher education, and (b) the annual freshman 
financial aid survey conducted by Peterson's Guides, one of the nation's 
premier publishers of resource books on higher education. Using data 
from these and other sources I will document recent trends in fresh- 
man participation in financial aid programs and the expanding campus 
role in underwriting student financial aid. 
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The CiRP Freshman Survey Data 



ince 1966 the Cooperative Institutional Research Program (CIRP) has 
provided an annual normative profile of the students entering the 
nation's colleges and tiniversities. Each year some 575 institutions and 
over 280,000 students participate in this program. These data are 
used to develop a nomative profile of the 1.6 million first-time, fvdl- 
time students entering American colleges and universities. More than 
6 million students and some 1,300 institutions have participated in the 
CIRP freshman sxirveys since 1966.^ 

In addition to data about demographic characteristics, degree aspira- 
tions, career goals, expectations of college, values, attitudes, and expe- 
riences in high school, the CIRP fireshman survey also collects informa- 
tion about freshman participation in various financial aid programs. 
The freshman survey data point to dramatic changes in student access 
to and participation in financial aid programs since 1980. 

The CIRP data reveal that freshman participation in the Pell Grant 
program declined by nearly half between 1980 and 1986. Only 16.9 
percent of the first-time, full-time freshmen who entered college in 
1986 received a Pell Grant, down from 19.9 percent in 1985 and 31.5 
percent in 1980. Although fewer freshman have grants, more now 
assume loans to cover college costs. Freshman participation in the 
Guaranteed Student Loan (GSL) program increased by almost one- 
fourth during this same period: in 1986, one freshman in four (25.4 
percent) assimied some loan obligation through the GSL program, up 
from 23.0 percent in 1985 and 20.9 percent in 1980 (Figure 1). 



Rgure 1: Freshman Participation in Studont Aid Programs 

(percentages for first-time, full-time freshmen, 1980 and 1986) 



31.5 20.9 ■ 1980 




Pell Grant GSL College Grant 



Source: CiRP Freshman Survey, Higher Education Research inst., UCLA 
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These declines in the proportion of freshmen participating in the Pell 
Grant program translate into significant numbers of students. For 
example, between Fall 1980 and 1986, participation in the Pell Grant 
program feU by an estimated 267,000 first-time, full-time fireshmen 
(Figure 2). 



Figure 2: Estimated Number of Freshman Participants 
in the Pell Grant Program, Fall 1980 and 1986 


(percentages for first-time, full-time freshmen, by institutional type) 
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Source: CIRP Freshman Survey, Higher Education Research Inst., UCLA 



Concuirent with this shift in freshman participation in federal pro- 
grams has been a substantial (40 percent) increase in the proportion of 
freshmen receiving a campus-fimded grant or scholarship. (See Figure 
1.) Taken together, these data indicate that (a) federal grants to stu- 
dents in collegiate institutions declined substantially between 1980 
and 1986, and (b) both public and private institutions have assumed a 
rising portion of the financial aid burden for their students. In other 
words, campuses are using institutional funds to replace the federal aid 
which is no long available to a growing number of their students. Op- 
erating fimds which might otherwise go to faculty salaries, program 
enhancement, physical plant repairs and improvements, and to science 
and computer labs are now being allocated to student aid. 

The growing use of institutional fimds to imderwrite student aid has 
occurred in all sectors. Somewhat surprisingly, the overall increase in 
student participation in campus grant programs has been greater 
among G^ss-expensive) public institutions than in private colleges and 
universities. Between 1980 and 1986, the proportion of entering fresh- 
men receiving a campus grant or scholai^hip rose by 64 percent in 
public universities and by 69 percent in public four-year colleges (Fig- 
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ure 3). In contrast, freshman participation in the Pell Grant program 
among students in public institutions declined by 45 percent in public 
universities and by 47.8 percent in public four-year coUeges (Figure 4). 



Rgure 3: Frtshman Participation In Campus-Fundad 
Grant and Scholarahip Programs, 1980 and 1986 

(peroentages for ftrst-time, full-ttme freshmen, by type of institution] 
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Source: CIRP Freshman Survey, Higher Education Research Inst., UCLA 



Flgura 4: Frashman Participation In the Pall 
Grant Program, 1980 and 1986 

(percentages for first-time, full-time freshmen, by type of institution) 
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Source: CIRP Freshman Survey, Higher Education Research Inst., UCLA 

The proportion of freshmen receiving institutionally-funded aide rose 
by about one-fourth in both private universities (at 23 percent) and 
private four-year colleges (26 percent) between 1980 and 1986 (Figure 
3). Similarly, freshman participation in the Pell Grant program for 
students in independent institutions fell about half between 1980 and 
1986 (44.8 percent in private universities and 52.5 percent in private 
four-year colleges). (See Figure 4.) 



College Costs and Student Aid 



9 



These shifts in student participation in the Pell and GSL programs 
(and the resulting increases in campus aid) are directly tied to recent 
changes in the eligibility gtddelines that govern federal aid programs. 
Between 1980 and 1986, real (i.e., constant dollar) eligibility for Pell 
Grants and other aid declined by 30 percent. What does this mean? In 
Pall 1980, families with incomes imder $32,500 (in 1980 dollars) had a 
reasonable prospect of being eligible for Pell Grant assistance. A<yust- 
ing for inflation, that $32,500 would translate into just over $41,000 in 
1986 dollars. However, the ceiling for aid eligibility in Fall 1986 was 
about $28,500, a real (i.e^, constant dollar) eligibility reduction of just 
over 30 percent. Consequentiy, the aid eligibility reductions imple- 
mented over the past six years mean that many families who were 
eligible for Pell support in 1980 (and whose real dollar income has not 
changed over this period) were not eligible for aid in 1986. 

A hypothetical example helps illustrate this situation. In 1980 the 
Smith family prepares to send their son or daughter off to college. 
Their total family income is about $30,000 (in 1980 dollars): Mr. Smith 
makes $25,000 while his wife^s part-time job brings in another $5,000, 
The Smiths apply for and receive a Pell Grant, their income being less 
than the $32,500 ceiling operant in 1980. 

In 1986, the second child in the Smith family applies for college. Mr. 
Smith now makes about $30,000, although his wife is no longer work- 
ing part-time. Despite the fact that their real income has declined 
about 27 percent, the Smiths learn that they are no longer eligible for a 
Pell Grant, as the their current income is above the new eligibility 
ceiling. Thus, even though the Smiths are really less affluent than 
they were in 1980, they now learn that they are too ""well-ofT to receive 
aid. 

This hypothetical example reflects the real experience of tens 
of thousand of families over the past six years. 



Institutional Financial Data 



I n addition to the CIRP freshman survey cited above, evidence from 
other sources also documents the increasing institutional role in finan- 
cial aid. 

Some of the best financial data on the growing aid burden assumed by 
campuses comes firom special analyses of an annual conducted by 
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Peterson's Gtiide, the publisher of some of the most widely used refer- 
ence guides on American colleges and universities. Each year Peter- 
son's surveys college admissions officers to obtain information about 
enrollment, admissions rates, and program offerings, and related 
issues that concern students and parents going through the college 
selection and application process. An annual Freshman Financial Aid 
Survey collects data about financial aid, including the actual dollar 
amount of institutionally-funded grants and scholarships awarded to 
entering freshmen.* 

The Peterson's data indicate that campus-fvmided aid for entering 
freshmen is up substantially at colleges across the country. Between 
1984 and 1986, institutional aid (i.e., grants and scholarships) for 
entering freshmen at four-year institutions increased by more than 
one-fifth (22.3 percent), compared to a 13.6 percent increase in tuition 
and a 6 percent increase in the Consumer Price Index (see Figure 5). 
Indeed, many campuses experienced a 25 or 30 percent (or greater) 
increase in the dollars allocated for campus-funded freshman grants 
and scholarships during this period. These increases in the campus 
contribution to student aid are almost two-thirds (64 percent) again 
the increase in tuition and fees and almost four times the inflation 
factor during this same period. 



FIgut* 5: K«y Trands In College Costs 
and Student Financial Aid 

(percentage change from 1984-1986, 978 four-year colleges) 




Inflation Tuition Campus Aid 



Source: HERI analyses of Peterson's Fresiiman Financial Aid Surveys 

The pattern of the campus-fiinded aid increases is fairly consistent 
across almost all sectors (Figure 6). Institutional assistance increased 
roughly two-thirds more than increases in tuition charges between 
1984 and 1986 at all pubHc four-year institutions and in private four- 
year colleges. 
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Other data provide additional evidence of the growing role of institu- 
tional funds in supplanting the resources formerly available to stu- 
dents from the federal government* Unpublished data collected by the 
Indiana Commission on Higher Education in cooperation with the 
Independent Colleges and Universities of Indiana (ICUI) for a dozen of 
the 33 independent institutions in that state shov/ that the increase in 
the proportion of fee revenues (the major source of revenue almost 
certainly for all 12 of the colleges) going back to students as aid rather 
than into instructional programs or the physical plan is dramatic. 



F\gum 6: IncmMS in Tuition Charges and Frashman Aid 
from Institutional Sourcas, 1984-1986 

(percentages by sector for four-yea^ Institutions) 
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Source: HERI analyses of Peterson's Freshman Financial Aid Surveys 



Data collected over a similar period on independent institutions in 
California by the California Postsecondary Education Commission 
(CPEC) suggest similar trends. For its 1985 study of the status of the 
independent sector in California, CPEC obtained three years of data on 
the sources of financial aid for private college and university student 
for three academic years. Between 1982-83 and 1984-85, California's 
independent institutions increased their student aid expenditures from 
current operating budgets, endowments, and private fund-raising by 
more than 31 percent, in contrast to a 22 percent increase in tuition 
and related charges during this period.^ 

One final and very important point on this issue. The Higher Educa- 
tion Research Institute recently completed a major national s^.udy of 
student financial aid programs. Our analyses reveal that increases in 
state student aid do not lead to increased tuition charges in private 
institutions: rather, well-fimded state-fiinded student aid programs 
help reduce tuition increases in private institutions,^ This finding 
confirms our interpretation of recent trends in federal aid: rather than 
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encouraging institutions to raise tuition, student aid programs keep 
tuition costs from rising. 

Impact of the Changing Aid En vironment on Student Choice 

The continuing changes in aid eligibility severely affects family efforts to 
plan for college cost-^. Research on factors affecting access and ma- 
tricvilation point to the student's perception of the family's abOity to 
pay for college as perhaps the most critical factor in determining where 
the student might apply and where he or she will ultimately matricu- 
late.' And increasing numbers of students now find their college op- 
tions somewhat diminished because of declining eligibility for federal 
assistance. 

Referring back to the hypothetical Smith family, college-planning 
decisions made on the basis of the experience with their first child in 
1980 were irrelevant when the second child went off to college six years 
later. Although the Smith family was eligible for assistance in 1980, 
they could not get aid in 1986, even though the real dollar value of 
their family income had actually declined in six years. The shrinking 
eligibility has made it extremely difficult for families to plan for the 
costs of college. 

These trends are reflected in the CIRP freshman survey data. Be- 
tween 1980 and 1986, the proportion of freshmen from families with 
incomes under $25,000 (1986 dollars) declined by one-tenth, while the 
proportion of freshmen from families with incomes under $40,000 
(again, 1986 dollars) declined by almost 20 percent. For a growing 
nimiber of American parents, the goal of sending children to college 
now appears to be an increasingly difficult, if not impossible, dream. 

This instability in the financial aid environment, coupled with declin- 
ing aid eligibility, has also affected the matriculation decisions of 
students who do go on to college. Campus officials talk of a "buying 
down" phenomenon wh ich has occurred in recent years. Students who 
might have enrolled in private institutions are now opting for public 
campuses. Students who would have preferred to attend the state 
university are not opting in increasing numbers for public colleges 
closer to home. And increasing numbers of students are matriculat'ng 
as commuters, living at home while attending a local four-year or 
community college. 
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Ample research suggests that these decisions, wh^le made to save 
money, xiltimately affect the overall quality of the educational experi- 
ences available to these students and adversely affect such things as 
likelihood of completing a degree, amount of contact with faculty, and 
satisfaction with the \mdergraduate experience.® 



Rising Costs - or Reduced Subsidy? 



s noted above. Education Department officials have been extremely 
critical of the nation's colleges on the tuition issue. However, the data 
presented above clearly indicate that a substantial portion of what 
some critics might view to be excessive" costs associated with the 
greater- than-inflation increase in college tmtion are being used for 
student aid. The increased campus role in tmderwriting student aid is 
a direct response to the significant decline in aid eligibility since 1980. 

Tuition charges, no matter how high, do not fvJly reflect the real costs 
of anyone's college education. All institutions provide some subsidy to 
their students, even to those students who do not receive any financial 
assistance. Among private institutions this subsidy typically runs 
about 25 percent (and often more) of the actual costs of education; it is 
substantially higher in the public sector. The difference between total 
tuition revenues and actual operating costs comes from alumni and 
corporate gifts, endowment income, and other revenues. Additionally, 
state funding is a major component of the subsidy for student in public 
institutions. 

There is an important argument to be made that the recent round of 
greater- than-inflation tuition increases actually reflect a reduction in 
subsidy to the students who can best afford to pay the full costs of 
attending college. 

How are campuses using what some critics might view to be the **ex- 
cess"* funds they realize from the recent tuition increases? Certainly 
these fimds are going towards increasing faculty salaries (which have 
remained substantially behind inflation over the past two decades) and 
improving campus facilities such as aging buildings, science labs, 
classrooms, and computer facilities. However, a significant portion of 
these revenues is also going right back into campus-funded grant and 
scholarship programs. 

A recent survey of senior campus officials conducted by Elaine-El- 
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Khawas of the American Council on Education provides convincing 
evidence that tuition increases are linked to the growing campus re- 
sponsibility to provide financial aid. Financial aid programs ranked 
second, after support for academic programs, as a key factor in campus 
decisions about tuition.® 

It is clear that the public criticism about tuition increases from some 
Education Department officials is unjustified. As noted above, there is 
hard evidence that campuses have assumed a significant portion of the 
responsibility for providing financial aid previously held by the federal 
government. Indeed, Department officials shotJd be praising the 
nation's colleges for providing student aid and support at a time when 
the federal government cannot. They should be telling the American 
people and the Congress that the nation's colleges have been doing an 
outstanding job of assuring access and providing financial support as 
the institutions have replaced a significant portion of the financial aid 
"losf* because of budget cuts mandated by the federal deficit. 



Consequences for the Educational Infrastructure 



There is a limit to how long the nation's colleges and vmiversities can 
continue to provide the financial assistance previously available to 
many families by the federal government. The fiinds which institu- 
tions must now allocate to underwrite financial aid programs reduce 
the institutional resources which should go to address critical infra- 
structure issues: science labs, computer eqmpment, physical plant, etc. 
These things all compete with student aid for limited institutional 
dollars. 

Colleges and universities confiront increasing pressures to undertake 
the long deferred maintenance of their physical plants, to modernize 
their computer facilities and science labs, to train our best and our 
brightest, and to play a major role in the nation's economic develop- 
ment through research, training, and teaching. Yet colleges have 
limited financial resources. If the campus money goes to student aid it 
can not be used for science labs, classrooms, libraries, and computers. 

Too, for a nation that continues to talk about education as the fuel for 
economic development, it seems as if we are retreating from rather 
than advancing towards some of our educational goals. The federal 
government is investing less money in aid for our model or traditional 
college students, precisely at the time when corporate leaders and 
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some government officials thing we should be increasing the national 
investment in education.^^ 



Real Issues Confronting American Families 



T he increasingly intense and partisan debate about the impact of finan- 
cial aid policies seems to overlook the real experience of tens of thou- 
sands of American families who are attempting to plan for their chil- 
dren's college expenses during a period of unstable financial aid policy. 
Far removed fi*om the ongoing debate and the reams of new data is the 
fact that the middle-income families continue to hear that there will be 
less federal financial support to assist their efforts to send their chil- 
dren to college. 

Many families have become increasingly discouraged by the news, 
which seems to accompany each annual budget message, that the 
current Administration wants to reduce aid programs for college stu- 
dents. The simple message of additional student aid redactions — 
seen in the morning newspaper, heard over the car radio on the way to 
work, or broadcast as part of the evening news — sends a chilling 
message to families who want nothing more than to provide their 
children with a college education. 

Let me note here the irony of Secretary Bennett's recent report on 
James Madison High School. Many of the middle-income graduates of 
the curriculum so strongly endorsed by the Secretary would experience 
real problems financing their college education under policies proposed 
by the Administration and Department officials in recent years. 

Yet let's be clear that the American people care about education. They 
recognize its importance as a strategic resource for the nation and 
value it for the opportunities it can provide their children. But for the 
past six years they have heard or inferred that financial aid will not be 
available to send their children to college. 

Let's be clear that this has consequences that go beyond the life earn- 
ings of any one aspiring student. We hear more and more these days 
about competitiveness and the nation's need for a well-trained and 
highly-skilled labor force. Our colleges and imiversities play a critical 
role in training, talent development, scientific research, and techno- 
logical dissemination. If students are convinced that they cannot 
afford to go to college, then they will not go. And this will have dire 
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consequences for us: it will affect our scientific productivity and our 
economic competitiveness, among other things. 

I shoxild note that some solutions are on the horizon. Indeed, some of 
the most interesting solutions are coming from the states and not from 
the federal government. Several states are examining tuition pre- 
payment programs that look very encouraging. The Michigan legisla- 
ture has already passed a tuition pre-payment program; other states 
are looking at the Michigan model very carefully. However, these pro- 
grams offer only a long-term solution: they ¥dll not mature and be- 
come operational for at least 10-15 years. Consequently they will not 
provide a solution to the financial aid problems that affect college 
students, their families, and the nation*s colleges today, tomorrow, and 
for years to come. 



Conclusion 



he data presented above provide hard evidence of the growing campus 
role in tmderwriting student financial aid. Yes, tuition increases have 
been greater than inflation in recent years; but the campus contribu- 
tion to student financial aid programs has grown far more than the 
rt:cent increases in tuition. This increased institutional role in finan- 
cial aid is directly linked to the reduced eligibility for federal aid which 
has affected tens of thousands of families over the past six years. And 
it comes at great cost to institutions, which must continue to defer 
infrastructure expenditures to underwrite aid for their students. 

Families need to know that there will be some stability in financial aid 
programs and policies. In short, policy makers in the Congress and the 
Administration cannot continue to change the rules, enfranchising and 
tlien disenfranchising families fi:*om aid programs like the ebb and flow 
of the tide. We need a stable set of financial aid policies and programs 
which help both families and campuses plan for the fiiture. 
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Endnotes 



^Keynote presentation at the 1988 NCHELP/NASSCGP Conference in 
Denver, May 25, 1988. This paper is based on an eariier statement 
prepared for public hearings on college costs held by the Subcommittee 
on Postsecondary Education, United States House of Representatives, 
Washington D. C, September 15, 1987. The author thanks Peter 
Hegener, President, and Karen Hegener, Editor-in-Chief, of Peterson's 
Guides for generously allowing the author access to data tapes from 
their annual financial aid surveys. Kenneth C. Green, 1988. 

^ See, for example, Edward M. Fiske, "Tuitions at New Peak, Heating 
Cost Debate," in the New York Times, May 12, 1987, pp. 1, 11. 

3 The CIRP, begun in 1966 by the American Council on Education 
(ACE), is now based at UCLA's Higher Education Research Institute, 
imder the joint sponsorship of ACE and UCLA. For the most recent 
report of the freshman survey program please see Alexander W. Astin, 
Kenneth C. Green, William S. Kom, and Mariljnin Schalit, The Ameri- 
can Freshman: National Norms for Fall 1987, Higher Education Re- 
search Institute, UCLA, Los Angeles, 1987. Two decades of the CIRP 
freshman data have been summarized in a special report. The Ameri- 
can Freshman: Twenty Year Trends, Higher Education Research Insti- 
tute, UCLA, Los Angeles, 1987. 

* These data are reported for individual institutions; see Peterson's 
Gioides, The 1988 College Money Book, NJ Peterson's Guides Prince- 
ton. The author thanks Eric Suber, data base manager of the annual 
freshman financial aid survey at Peterson's for his assistance in com- 
piling the data reported in this section. William S. Kom, principal pro- 
grammer for the CIRP, ran the computer analyses of these data. 

^ California Postsecondary Education Commission, Independent Higher 
Education in California, 1982-1984, Commission Report No. 85-33, 
The Commission, Sacramento, CA, 1985. Tuition data were collected 
by the Association of Independent Colleges of California (AICCU), 
Sacramento, California. 

* Alexander W. Astin and Carolyn J. Inouye, "How PubUc Pohcy at the 
State Level Affects Private Higher Education Institutions,: The Eco- 
nomics of Education Review, in press. 
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'Alexander W. Astin et. al., The Impact of Student Aid Programs on 
Student Choice. SISSFAP Study A., Higher Education Research Insti- 
tute, Los Angeles, 1978. 

*Some of the most important longitudinal research on college impacts 
is based on the follow-up studies of students who participated in the 
CIRP freshman surveys. See, for example, Alexander W. Astin, Four 
Critical Years^San Francisco: Jossey-Bass, 1978; Preventing Students 
from Dropping Out, Jossy-Bass, San Francisco, 1975; Achieving Educa- 
tional Excellence, Jossey-Bass, San Francisco, 1986; and Kenneth C. 
Green et. al.. The American College Student 1982: National Norms for 
Students Two-and Four-Years After Entering College, Higher Educa- 
tion Research Institute, UCLA, Los Angeles, 1983. 

» Elaine El-Khawas, Campus Trends, 1987, American Council on Edu- 
cation, Washington, 1987. 

*°The issue of how just how much aid comes from the Department of 
Education remains a political issue. Despite their efforts to reduce aid. 
Pell Grant expenditures increased at about the rate of inflation be- 
tween 1981/82 and 1985/86. However, the increase included funds for 
newly enfranchised populations, including students in proprietary 
^schools and part-time students in collegiate institutions who had not 
been eligible for Pell funds in earlier years. The CIRP data and infor- 
mation from other sources suggest that aid for fidl-time, "modal" stu- 
dents has declined since 1980, even as new populations have been 
enfranchised. Unfortunately, Department officials rarely provide 
tabvdations showing participation and dollar trends for similar popula- 
tions. 
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Pell Grant Program Changes and Their 
Effects on Applicant Eligibility 
1973-74 to 1988-89* 

Thomas G. Mortenson 

Senior Research Associate 

The American College Testing Program 

Purposes of Paper 



O ince the beginning of the Pell Grant Program in 1973-74, appropria- 
tions provided for grants to applicants have increased nearly every 
year. But so has the number of applicants, and so too have the college 
costs that they have faced. The financial need presented by applicants 
has grown faster than appropriations. As a result, the Pell Grants 
available to most classes of applicants have lost piirchasing power 
since 1975-76 compared to the college attendance costs they are in- 
tended to help finance. 

This loss in purchasing power of Pell Grants results directly from 
faster growth in the financial need of applicants than growth in dollars 
provided by Congress. Program fiinding need is the product of applica- 
tion volume and the need presented on each application. That need - 
the difference between college attendance costs and the resources 
available to applicants - is multiplied by the combined effects of college 
attendance costs increasing faster than inflation and the growth in low 
income Pell applicants, particularly older, independent students. 
These demands on Pell Program resources are largely determined by 
economic forces beyond the influence or control of Congress. 

One additional factor in the only partially funded growth in need of 
Pell Grant applicants is under the direct control of Congress and is the 
focus of this paper. That is the expanded eligibility for Pell Grants for 
individuals from incomes above the poverty level. Congress has ex- 
tended Pell Grant eligibility through program changes enacted primar- 
ily in the Middle Income Student Assistance Act in 1978 and the Edu- 
cation Amendments of 1986. Thus, in addition to only partially funded 
growth in external demands on Pell Grant Program resources. Con- 
gress has added unfunded demands of its own to make more students 
more eligible for limited Program funds. Congress, through deliberate 

.'"J*'.'!^ P"''"**'*^ *• titJe. with extcnn'vc appcndiceB of d«U. Copie* are available from ACT. Pleaae nfer to 
iUidcnt Financial Aid Reaearch Report 88-1. 
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action, has shifted resources for increases in the maximum grant avail- 
able to the lowest income Pell Grant applicants to others from higher 
income levels. 

This loss of purchasing power for the foundation of all student aid 
programs has impUcations for the equity of higher educational oppor- 
tunity goals of need-based student aid. Lowest income appHcants — 
those judged unable to contribute toward the financing of their college 
costs — must turn to other forms of financial aid such as loans or em- 
ployment to pay college expenses. Each alternative imposes current or 
future obligations on the applicant that grants such as Pell do not. To 
some degree, there are enrollment consequences from this shift. 

The Pell Grant Program, therefore, remains the first and most impor- 
tant aid program for low income financial aid applicants. 



Pell Grant Program Background 



The federal Basic Educational Opportunity Grant Program was de- 
signed by Congress in the early 1970s to be the floor of the eUgible 
student's financial aid package to help defray the costs of postsecon- 
dary education^. Today the Program — now called the Pell Grant Pro- 
gram — remains largely true to that concept of its original mission. 
However, changes to the Program have been made by Congress during 
subsequent legislative reauthorizations^. These changes have altered 
both student eligibility for the Grants as well as the purchasing power 
of the Grants relative to the college costs applicants face. The eUgibil- 
ity for Pell Grant aid of some groups of students has been increased by 
these changes, while for others eligibility has been reduced or elimi- 
nated. 

This paper examines the effect of changes made in the design compo- 
nents of the Pell Grant Program on appHcant eligibility since the Pro- 
gram's first year of operation in 1973-74. These changes were made 
primarily in the 1978 Middle Income Student Assistance Act and the 
1986 Education Amendments to the Higher Education Act of 1965. 
The four Program design components examined in this paper are: 
classes of eUgible applicants, the formulas used to determine family 
contribution, college costs allowed, and the payment schedule. 

The net effect of these Program design components on appHcants is 
illustrated by calculating fiiU-time Peli Grant eligibiUty for four de- 
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pendent and four independent cases that remain constant over time. 
That is, income is expressed in constant dollars and family circimi- 
stances are fixed for the period £rom 1973-74 through 1988-89. Grants 
are calculated for these eight cases under three enrollment situations: 
an average cost public two year college where the student lives off 
campus, and average cost public and private foxir year college, where 
the student lives on campus. 

The net effect of Program design changes on Grant applicant eligibility 
over time may be measured in many ways: 1) the expected family 
contribution (SEI/SAI), 2) the expected family contribution effort (SAI 
as a percent of income), 3) the amount of the Pell Grant for which the 
applicant is eligible, 4) the proportion of college budgets covered by the 
Pell Grant, 5) the amoxmt and proportion of need met by the Pell Grant 
plus the expected family contribution, 6) the amount and proportion of 
unmet need remaining after the family contribution and Pell Grant are 
deducted from these college attendance costs, and 7) by the amount of 
unmet need expressed as a percent of family income. This paper illus- 
trates Pell Grant purchasing power as a proportion of actual college 
attendance costs. 

The federal Higher Education Act of 1965 inaugurated the federal 
commitment to needs-tested grant aid for college students with the 
Educational Opporttmity Grant Program (EOG). This Program was 
modified and renamed the Supplemental Educational Opporttmity 
Grant Program (SEOG) with the 1972 Amendments to the Higher 
Education Act. More importantly. Congress at that time created the 
Basic Educational Opportunity Grant Program (BEOG) — which, since 
1980, has been called the Pell Grant Program — with a specific focus 
on grants directed to low income populations. The original Higher 
Education Act has been modified substantially and repeatedly since 
1965, most notably regarding the Pell Grant Program in 1972, 1978 
and 1986. 

The focus of BEOG/Pell was the provision of grants to students from 
lower family incomes based on the demonstrated financial need of 
applicants to pay college attendance costs. Periodically, Congress has 
extended Pell Grant eligibility to additional students by changing 
Program design components. These extensions have primarily bene- 
fited applicants with discretionary income beyond the amount pro- 
tected by family size offsets within the formula. 

Table 1 summarizes the scale of the Program since its inception. Be- 
tween 1973-75 and 1986-87, approximately 57 million applications 
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were submitted to the Pell Grant Program for assistance. Thirty mil- 
lion Grants from these applications have been made, at a total cost of 
$28 billion. Currently, about one out of every five undergraduate 
students enrolled in public and private colleges in the U. S. is receiving 
a Pell Grant to help finance their college attendance costs. 

Note in Table 1 the changing proportion of official (imduplicated) 
applications that eventually become Pell Grant recipients. Changes in 
this proportion reflect both changing applicant characteristics and 
changes in the treatment of their applications under changing mws 
and rules governing the Pell Grant Program. 

Table 1 

Pell Grant Program Summary Data 
1973-74 to 1986-87 



Award 


Official 


Pell Grant 


% 


Dollars 


Mean 


Year 


Applicants 


Recipients 


Recip 


Paid (000) 


Grant 


73-74 


512.866 


176.000 


34.3% 


$ 47.054 


$267 


74-75 


1.304.877 


553,653 


42.4 


349.544 


631 


75-76 


2.339.337 


1.220.744 


52.2 


912.115 


747 


76-77 


3,590.379 


1.948.329 


54.3 


1.451.126 


745 


77-78 


3.844.047 


2.028.208 


52.8 


1,511.916 


745 


78-79 


3.885.393 


1,914.673 


49.3 


1,540.788 


805 


79-80 


4,186.716 


2,717,913 


64.9 


2.358.689 


868 


80-81 


4,825,420 


2.845.870 


59.0 


2,388,750 


839 


81-82 


4,945.760 


2.784.463 


57.5 


2.297.421 


825 


82-83 


5,118.558 


2,612,571 


51.0 


2.417,811 


925 


83-84 


5.453,548 


2.848.587 


52.2 


2.792.117 


980 


84-85 


5,514,029 


2.833.345 


51.4 


3.035.191 


1.071 


85-86 


5,627,131 


2.910,174 


51.7 


3,572,006 


1.227 


86-87 


5.834.277 


2.763.408 


47.9 


3,398,795 


1.230 


Total 


56,982,338 


30.157,938 


52.9 


$28,073,323 


$931 



Source: U. S. Department of Education 



EFFECTS OF CHANGES ON PELL GRANT ELIGIBILITY 



0 illustrate the effects of changes in the four areas of Program design 
on applicant eligibility, foui* dependent and four independent cases 
that are representative of applicant situations have been selected. 
Their respective Pell Grants were calculated at ofF-campus average 
cost public two-year, on-campus public four-year and on-canipus pri- 
vate four-year colleges for each year 1973-74 through 1988-89. Note 
that for each case, applicant circumstances do not change. Therefore, 



Pell Grant Program Changes . 



23 



changes in Pell Grant eligibility over time are the result of changes in 
Program design and changes in the college costs that Pell Grants are 
designed to address. 



Dependent Cases 



The four dependent cases selected for testing are the following: 

• Case Dl: Pell applicant from a family of four, one wage earner, one 
in college, family income at poverty level, and no assessable assets. 

• Case D2: Pell applicant from a family of four, one wage earner, one 

in college, family income at the Bureau of Labor Statistics lower 
budget level for a family of four, and no assessable assets. 

• Case D3: Pell applicant from a family of four, one wage earner, one 
in college, family income at the BLS intermediate budget level, and 
no assessable assets. 

• Case D4: Pell applicant from a family of four, one wage earner, two 
in college, family income at the BLS intermediate budget level, and 
no assessable assets. 

The Pell Grants received by dependent applicants in the above cases 
are presented in Table 2. 



Table 2 

Pell Grant Eligibility for Dependent Applicants 
1973-74 to 1988-89 

Case Dl: Case D2: Case D3: Case D4: 



Academic Poverty Income BLS Lower Budget BLS lntemr)edlate BLS intemfiedlate 
Award Yr Pub 2 Pub 4 Priv4 Pub 2 Pub 4 Priv4 Pub 2 Pub 4 Priv4 Pub 2 Pub 4 Priv4 



1975-74 


$ 452 


$ 452 


$ 452 


$ 263 


$ 263 


$ 263 


$ 0 


$ 0 


$ 0 


$ 102 


$ 102 


$ 102 


1974-75 


888 


988 


1050 


57S 


578 


578 


0 


0 


0 


188 


188 


188 


1975-76 


662 


1038 


1400 


776 


776 


776 


0 


0 


0 


0 


0 


0 


1976-77 


888 


1112 


1400 


776 


776 


776 


0 


0 


0 


0 


0 


0 


1977-78 


912 


1162 


1400 


726 


726 


726 


0 


0 


0 


0 


0 


0 


1978-79 


912 


1212 


1600 


912 


956 


956 


0 


0 


0 


214 


214 


214 


1979-80 


938 


1288 


1800 


928 


1288 


1375 


776 


776 


776 


912 


1076 


1076 


1980-81 


938 


1412 


1800 


888 


1326 


1326 


676 


676 


676 


888 


976 


976 


1961-82 


882 


1482 


1596 


882 


1096 


1096 


346 


346 


346 


746 


746 


746 


1982-83 


988 


1604 


1604 


983 


983 


983 


0 


0 


0 


293 


293 


293 


1983-84 


1013 


1705 


1725 


1013 


1125 


1125 


0 


0 


0 


425 


425 


425 


1964-85 


1275 


1850 


1850 


1150 


1150 


1150 


0 


0 


0 


450 


450 


450 


1985-66 


1590 


2050 


2050 


2050 


1350 


1350 


0 


0 


0 


450 


450 


450 


1966-87 


1590 


2050 


2050 


921 


1130 


1130 


0 


0 


0 


0 


0 


0 


1987-88 


1590 


2050 


2050 


1250 


1250 


1250 


0 


0 


0 


350 


350 


350 


1988-89 


1770 


2190 


2200 


1550 


1550 


1550 


0 


0 


0 


1050 


1050 


1050 



Source: ACT 
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Figures 1 through 4 on the following pages illustrate the proportion of 
actual college attendance costs covered by the Pell Grants available to 
applicants in the four cases at each of the three types of colleges the 
applicant might attend. The actual college attendance costs used in 
this study are based on national average tuition and fee and room and 
board data collected by the U.S. Department of Education, and other 
direct and indirect college attendance cost data collected through 
surveys by the California Student Aid Commission. (A future ACT 
Financial Aid Research Report will provide more of this data for the 
purpose of constructing college attendance price indices.) 

Figure 1 represents the purchasing power of the Pell Grant available 
to a dependent applicant from poverty level family income. After the 
first two years of start up of the original Basic Educational Opportu- 
nity Grant Program in 1973-74 and 1974-75, a fully funded Pell pay- 
ment schedule was achieved in 1975-76 (although only freshmen, 
sophomores and juniors were eligible for Grants that year). Since 
1975-76, the purchasing power of the Grant compared to actual college 
attendance costs has decreased. At a public four-year college. Grants 
that covered 36 percent of college costs in 1975-76 dropped to about 31 
percent by 1988-89. The available Grant went from 31 percent of col- 
lege costs at a public two-year college in 1975-76 to about 25 percent by 
1988-89. If the student had faced attendance costs at a private four- 
year college, the purchasing power of the Grant would have dropped 
from 30 percent to 17 i)ercent during this time period. 

Figure 1 : Percent of College Costs Covered by 
Pell Grant For a Dependent Student From Poverty 
Level Family Income at Three Type of Colleges 
1973-74 to 1988-80 

40 -T 




10 ^ I ? I 1 I 1 » 1 I 1 I I I ■ I ' I ' I » I « I ' I ' 1 ' I ' I ' 
73/74 75/76 77/78 79/80 81/82 83/84 85/86 87/88 

Academic/Award Year 
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Figure 2 shows the purchasing power of the Pell Grant for a student 
from a Bureau of Labor Statistics (BLS) lower level family income 
level. Here again the available Grant has lost purchasing power rela- 
tive to college costs. The proportion of college budgets covered by Pell 
dropped from about 28 percent to 22 percent in public two-year colleges 
between 1975-76 and 1988-89, from 27 percent to 22 percent public 
four-year, and from 17 percent to 12 percent in private four-year colleges. 



Figure 2: Percent of Couege Costs Covered by Peli Grant 
for a Dependent Student from BLS Lower Level Family 
Income at Three Types of Colleges 1973-74 to 1988-89 
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Figure 3 shows the purchasing power of the Pell Grant for a student 
from a BLS intermediate budget level family income with one family 
member enrolled in college. Here the applicant would have been eli- 
gible for a Pell Grant only during the three year period of the Middle 
Income Student Assistance Act, beginning with 1979-80. For this 
relatively brief period, the applicant qualified for a Pell Grant at all 
three institutional types, for amounts that covered as much as 22 
percent of actual college attendance costs. Since 1982-83, however, 
applicants for Grant assistance have not qualified for aid. 

Figure 4 shows the purchasing power of a Pell Grant for an applicant 
from a BLS intermediate family income with two children from the 
same family enrolled in college at the same time. In this case, eligibil- 
ity was Cot Grant assistance that fluctuated substantially over the life 
of the Program. Eligibility peaked during the MISAA years of 1978-79 
through 1980-81, and will rise again in 1988-89. 
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Figure 3: Percent of College Costs Covered by Pell Grant 
for a dependent Student from BLS Intermediate Level Family 
Income at Three Types of Colleges 1973-74 to 1988-89 




Source: ACT 



Acad©mic/Award Year 



Figure 4: Percent of College Costs covered by Pell Grant 
for a Dependent Student from BLS Intermediate Budget 
Family Income, Two In College, at Three Types of Colleges 
1973-74 to 1988-89 




Source: ACT 
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Independent Cases 



T he four independent cases selected for testing are the following: 

• Case II: Pell applicant who is single, with income at 50 percent of 
the poverty level, no assets. 

• Case 12: Pell applicant who is single, with income at 100 percent of 
the poverty level, no assets. 

• Case 13: Pell applicant who is single, with one dependent, Avith 
imeamed income at 100 percent of poverty level, no assets. 

• Case 14: Pell applicant who is married, with income at 150 percent of 
poverty level, one in college and no assets. 

When Pell applicant eligibility is calcvJated for these four cases at 
the three types of colleges used in the previous dependent case 
examination, the applicants would be eligible for the following Grant 
amounts. 



Table 3 

Pell Grant Eligibility for Independent Applicants 
1973-74 to 1988-89 

CaseM: Case 12: Case 13: Case 14: 

Single, Income at Single, Income at Single, Dependent Manied, Income 

Academic 50% of Poverty 100% of Poverty Inc at 100% Poverty 150% of Povert>' 

Award Yr Pub 2 Pub 4 Priv4 Pub 2 Pub 4 Priv4 Pub 2 Pub 4 Priv4 Pub 2 Pub 4 Priv4 



1973-74 


$ 363 


$ 363 


$ 363 


$ 70 


$ 70 


$ 703 


$ 443 


$ 443 


$ 443 


$ 217 


$ 217 


$ 217 


1974-75 


776 


876 


882 


162 


162 


162 


888 


988 


1050 


578 


578 


578 


1975-76 


862 


1038 


1176 


226 


226 


226 


862 


1038 


1400 


776 


776 


776 


1976-77 


888 


1112 


1126 


0 


0 


0 


888 


1112 


1400 


676 


676 


676 


1977-78 


912 


1076 


1076 


0 


0 


0 


912 


1162 


1400 


626 


626 


626 


1978-79 


912 


1212 


1312 


214 


214 


214 


912 


1212 


1580 


758 


758 


758 


1979-80 


938 


1288 


1800 


938 


1288 


1800 


938 


1288 


1800 


826 


826 


826 


1980-81 


888 


1362 


1750 


888 


1362 


1740 


888 


1326 


1750 


888 


1226 


1226 


1981-82 


882 


1482 


1670 


882 


1446 


1446 


882 


1432 


1596 


882 


946 


946 


1982-83 


988 


1674 


1674 


988 


1465 


1466 


988 


1651 


1651 


858 


858 


858 


1983-84 


1013 


1800 


1800 


1013 


1575 


1575 


1013 


1675 


1675 


975 


975 


975 


1984-85 


1275 


1900 


1900 


1275 


1750 


1750 


1275 


1750 


1750 


1050 


1050 


1050 


1985-86 


1590 


2100 


2100 


1590 


1950 


1950 


1590 


1950 


1950 


1150 


1150 


1150 


1986-87 


1590 


2100 


2100 


1590 


1930 


1930 


1590 


1950 


1950 


565 


565 


565 


1987-88 


1590 


2100 


2100 


1590 


1850 


1850 


1590 


1950 


1950 


1050 


1050 


1050 


1988-89 


1770 


2190 


2200 


1770 


2190 


2200 


1770 


2190 


2200 


0 


0 


0 



Source: ACT 



Table 3 shows gains and losses in eligibility for independent Pell appli- 
cants over the life of the Program. Single independents with incomes 
at the federal poverty level have gained eligibility, especially since 
1979-80. On the other hand, married independent Pell applicants with 
incomes at 150 percent of the poverty level where only one member is 
in college will lose all of their Pell eligibility in 1988-89. 

ERIC ^2 



28 



Thomas G. Mortenson 



The charts on the following pages illustrate ch'inging Pell applicant 
eligibility, and met and immet need for the four cases since 1973-74. 

ELIGIBILITY DESIGN COMPONENTS OF THE PELL GRANT 
PROGRAM 

The original federal objective of the Pell Grant Program was to assist 
low income aid applicants to finance their higher educational atten- 
dance costs through the provision of a grant. The federal policy has 
been clear and consistent that Pell alone would not cover all college 
attendance costs — only as much as about half of the attendance costs 
recognized in the Program — but Pell Grants would be the first source 
of aid in financing college costs. With this Grant as the floor of the ap- 
plicant's aid package, other financial aid from other federal, state and 
institutional sources would be used to complete the financing of the 
student's direct and indirect college attendance costs. 

To fulfill the above role, the Pell Grant Program consists of Program 
design elements that determine applicant eligibility for the Grant. 
These design elements are: 1) specified classes of eligible applicants, 2) 
Student Aid Index formula, 3) allowable college costs, and 4) the pay- 
ment schedtJe. Each of these is described below. 



Classes of Eligible Applicants 



Since the beginning of the Program, applicants for aid have been re- 
quired to meet specified criteria in order to be eligible for consideration 
of a Pell Grant. During the first year of the Program in 1973-74, this 
list consisted of just three eligibility criteria: the applicant had to have 
begim studies after July 1, 1973 (thereby limiting eligibility to fresh- 
men), be enrolled ftJl-time and at an eligible institution. Gradually, 
this list has been expanded to address additional federal concerns and 
now includes over a dozen applicsmt eligibility criteria. 

Table 4 on the following page summarizes the classes of Pell applicants 
that are eligible for consideration. In many respects, eligibility has 
been greatly expanded since the Program's first year: fi^eshmen eligi- 
bility in 1973-74 was expanded to include all vmdergraduates by 1976- 
77, and full-time enrollment was replaced by half-time enrollment in 
1975-76; this, in turn, could be replaced by less than half-time 
enrollment as early as 1989-90. 
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Figure 5: Percent of College Costs Covered by Pell Grant 
for a Single independent Student with Income at 50% 
of Poverty Level, at Three Types of Colleges 
1973-74 to 1988-89 
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Figure 6: Percent of College Costs Covered by Pell Grant 
for an Unmarried independent Student with a Child, 
Income at 100% of Poverty Level, at Three Types of Colleges 
1973-74 to 1988-89 
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Figure 7: Percent of College Costs Covered by Pell 
Grant for an Independent Married Student, with Income 
at 150 Percent of Poverty Level, at Three Types of Colleges 
1973-74 to 1988-89 
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In other respects, applicant eligibility has been restricted in ways that 
address specific Congressional concerns. For example, in 1983-84 
Congress implemented the requirement that students make satisfac- 
tory academic progress towards completion of their programs of study 
while receiving Pell Grants. Congress has jJso established applicant 
eligibility standards that eliminate applicant eligibility for those who 
have defaulted on a federal student loan, who owe refunds on prior Pell 
or SEOG Grants, or for males who have not registered with the Selec- 
tive Service. As Congress chooses to address other issues in th^ public 
policy arena, additional changes can be expected in applicant eligibility 
criteria in the future. 



Student Aid Index Formula 



ell applicant eligibility is carefully examined through formulas adopted 
to assess applicant and family ability to finance college attendance 
costs from their own resources. At this stage, formulas requiring 
detailed family information reflect Congressional judgments concern- 
ing what families need to provide for themselves, and, of the remain- 
der, what is to be expected from the Pell applicant (and his or her 
family) toward financing college attendance costs. The result is a 

o o 
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financial expectation from family resources originally called Student 
Eligibility Index (SEI), and in 1982-83 renamed the Student Aid Index 
(SAX). While this number appears as a pure index value, the Pell 
Program derives this as a dollar amount. Separate formulas are used 
for dependent and independent Pell applicants. The phases of this 
determination are outlined briefly below. 

Dependent/Independent Student Status: 

Table 5 summarizes the changing definitions of dependency used in 
the Pell Grant Program since its inception. BasicEdly, Congress has 
looked at three criteria to determine student status: Has the applicant 
been claimed as an exemption on the parent's federal tax return? Has 
the applicant received more than a specified sum of cash or in kind 
ft-om parents? Has the applicant lived in the home of the parent? 
Changes were made in these criteria in 1979-80 (MISAA), and fiirther 
changes contained in the 1986 Amendments became effective in 1987- 
88. 



Table 5 






Independent Status Definition In Pell Grant Program 


1973-74 to 1988-89 




Academic/ 


Exemption claimed 


Parental Time Limit in 


Award Year 


on Parent's Tax Return 


Contribution Limit Parent's Home 


1974-75 


Not claimed in prior/ 


$600. in cash or in 2 consecutive weeks 




currentAollowing year 


kind. prk)r/current. in prtor/current 




foltowing year foltowing year 


1975-76 




m ■ 


1976-77 




11 " 


1977-78 




m m 


1978-79 




m *< 


1979-80 




$750 6 weeks 


1980-81 






1981-82 




$1000 


1982-83 




$750 


1983-84 




■ « 


1984-85 




m m 


1985-86 




m m 


1986-87 




m " 


1987-88 




Was at least 24. Was a veteran. Orphan 


1988-89 




or ward of the court. Own dependents. 






More than $4000 in resources. Married/ 






graduate or professional student. 


Source: U.S. Department of Education. 





Dependent SAI Formula: 

The Pell fommla's analysis of the dependent applicant and his/her 
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family's ability to finance college attendance costs follows commonly 
used methods of ability to pay models, of which income tax models are 
a familiar example. However, assets also enter into this analysis, as 
do other factors relevant to college attendance. The general dependent 
Pell model is clearly spelled out in Pell work sheets: 



Family income: 


Parent's income 

+ Married couple working deduction 
+ Parent's social security benefits 
+ Parent's AFDC 

+ Parent's other income and benefits 
+ 1/2 Student's Veteran's benefits 

- Parent's federal income taxes 

- Family size offset 

- Employment expense offset 

- Elementary/secondary tuition 
= Parent's discretionary income 
X Assessment rates 

= Contribution from family income 


Parent's assets: 


Net value of parents' assets 

- Asset reserve 

+ Parents' other net assets 

- Asset reserve 

X Assessment rate 
= Contribution from parents' assets 


Parental contribution: 


Contribution from family income 
+ Contribution from parents' assets 
X Multiple student adjustnf)ent 
= Total parental contribution 


Student's assets 


Net value of assets 
X Assessment rate 
= Contribution from student assets 


Student's income 


Student's taxable income 

- Federal income taxes paid 

+ Student's untaxed income and benefits 

- Dependent student offset 
X Assessment rate 

= Contribution from student income 


Student Aid Index 


Total parental contribution 
Contribution from student assets 
Contribution from student Income 

= Student Aid Index 
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For the purpose of the analysis of effects of changing Pell Grant 
Program design attributes on applicant eligibility, parent and student 
variable inputs are held constant in this study. Therefore, changes in 
observed appHcant eligibility were the result of changes in either Pro- 
gram design components (here SAI formula components) or the college 
attendance costs faced by the Pell applicant. 

Table 6 summarizes the major changes in the Pell SAI formula that 
occurred between 1973-74 and 1988-89. These include the change in 
the family size offset calculation in 1979-80 and the freezing of that al- 
lowance in 1981-82, and the inclusion of the state tax allowance and 
tlie change in the multiple student offset in 1988-89. 

However, the greatest change in the dependent Pell SAI formula has been 
in the rates at which discretionary parental income has been assessed 
to finance college costs. During the first six years of Pell, this rate expected 
parents to contribute 20 percent of the first $5000 and 30 percent of 
all discretionary income above $5000 toward the college costs of their 
children. In 1979-80, as a result of the Middle Income Student Assist- 
ance Act (MISAA), this rate was dropped to 10.5 percent for all discretion- 
ary income. Three years later, progressivity was partially restored 
to these rates. The assessment rates that became effective in 1982-83 
were 11 percent on the first $5000 of discretionary parental income, 13 
percent on the next $5000, $18 percent on the third $5000, and 25 percent 
on all discretionary income above $15,000. These rates are well below 
the rates that existed before MISAA, but above the MISAA-era rates. 

Independent SAI formula: 

While the structure of the Pell dependent formula has been relatively 
stable over the life of the Program, the structure of the independent 
formula has not. This independent formula instability is a result of 
continuing attempts by Congress to design a method of fairly determin- 
ing an expectation of contribution from independent applicant re- 
sources that accommodates a wide variety of independent circum- 
stances. These circumstances include single with and without depend- 
ents, married with and without dependents and number enrolled in 
college one or more than one, and presence or absence of business or 
farm assets. The continuing attempts to address this issue through re- 
definition of independent status and changes to assessment rates 
against discretionary income reflect the difficulties and unresolved 
problems independent student status presents to Congress. 

The simplest independent applicant case is the single student. The 
1987-88 structure of the Pell SAI formula for this case is the following: 
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student income: 



Income 

+ Social Security benefits 

+ Other untaxed income 

+ 1/2 Veteran's educational benefits 

- Federal Income taxes 

- Family size offset 

- Unusual medical expenses 
X Assessment rate 

= Contribution from student income 



Student assets: 



Net assets 

X Assessment rate 

= Contribution from student assets 



Student Aid Index 



Contribution from student income 
+ Contribution from student assets 
= Student Aid Index (SAI) 



For family sizes greater than one, the Pell independent SAI formula 
adds steps, such as the mvJtiple student adjustment, and uses assess- 
ment rates against income and assets that are lower than for a single 
student. The general structure of the preceding formula, however, 
remains similar. 

Of particular importance to single independent applicants are the 
family size offset and assessment rates against discretionary income. 
TJntil 1979-80, the family size offset for a family size of one was less 
than half the federal poverty level. This meant that many single Pell 
applicants living below the poverty line were unable to qualify for 
maximum Pell Grants. When the family size offset for a single inde- 
pendent student was increased to the poverty level in 1979-80, SAIs 
for these students dropped sharply and their resvdting Pell Grant 
eligibility increased. 

Also, of particular importance to independent Pell Grant applicants 
with a family of size greater than one have been the shifts in assess- 
ment rates against discretionary independent family income. Married 
independent discretionary family income was assessed at 50 percent 
from 1973-74 through 1980-81, when it was dropped to 25 percent. 
For 1988-89, this will be increased to 75 percent, making many previ- 
ously eligible applicants no longer eligible for Pell Grant aid. 

For independent families with dependents other than a spouse, the 
assessment rate has been steadily lowered, from 40 percent for the 
first seven years of the Pell Grant Program, to 25 percent for 1980-81 
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through 1987-88, to a progressive rate beginning at 11 percent for 
1988-89- These changes, of course, greatly expand applicant eligibility 
for independents from these circumstances. 



Allowable College Costs 



T he Pell Grant Program allows for the consideration of certain direct 
and indirect college attendance costs, namely tuition and fees, room 
and board or an alternative living allowance, and books, supplies and 
miscellaneous. The allowance for these components will be discussed 
in more detail shortly. 

The Pell Program does not allow for opporttmity costs of college 
attendance. Opportunity costs are frequently recognized in the Pell 
SAI formula as being present. For example, negative numbers may be 
calculated when determining expected contribution from parental 
income, residential assets, other net assets, and at other places in the 
dependent SAI formula. However, negative numbers are usually in- 
creased to zero when they appear in the formvda, thus effectively elimi- 
nating the consideration of opportunity costs of college attendance for 
those from lowest income families. 



The direct and indirect college attendance costs that Pell does 
recognize are discussed separately below. 

Tuition and fees: 

Pell considers the actual tuition and fees faced by the applicant for aid 
to attend college. This is simple and direct. 

Books and miscellaneous allowance: 

The Pell budget allows $400 for books and miscellaneous expenses of 
college attendance. The same number has been used for all Pell appli- 
cant college budgets since the inception of the Program in 1973-74 
through 19S7-88. 

Living allowance: 

Pell college budgets between 1973-74 and 1987-88 allowed for three 
living arrangements: home, off campus, and on campus. The campus 
room and board rate was included in the college budget if the student 
lived on campus. An allowance for up to $1600 was made if the stu- 
dent lived off campus, but not at home. An allowance of $1100 was 
made for the student who lived at home. 
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Beginning in 1988-89, the living allowance and tne books and supplies 
allowance will be combined into a single maintenance allowance. This 
will be $2200 for all applicants living on or off campus, and $1600 for 
those living at home. 

Several aspects of this allowance are relevant to the consideration of 
Pell Grant coverage of actual college attendance costs. First, an allow- 
ance for maintenance of the student is also included in the family size 
offset against family income. Thus, the Pell Grant living allowance 
may be viewed as an allowance for the marginal living costs associated 
with college attendance. For the student living at home, the $1100 
allowance may properly be viewed as addressing commuting costs and 
food away from home. 

This sum, however, has remained constant at $1100 over the sixteen 
year history of the Program, from 1973-74 through 1987-88, when 
other prices in the economy (CPI) have increased by 166 percent. For 
the student living off campus, this allowance was increased from $1100 
to $1600 in 1984-85, a 45 percent increase. Table 7 on the following 
page summarizes the major dimensions of the allowable cost compo- 
nents of the Pell college budget since 1973-74. 

The difference between the Pell allowable college costs and the actual 
college attendance costs faced by students in the three college/housing 
settings used in this study is examined in more detail in Table 8, The 
estimated average college attendance costs actually faced by students 
includes the direct costs of tuition and fees and books and supplies. 
The indirect costs included are average reported costs for food and 
housing, transportation, and other personal and miscellaneous living 
costs for nine months. The Pell allowable college costs include not only 
tuition and fees, living allowance and books and miscellaneous allow- 
ances, but also nine months of marginal maintenance allowance in the 
family unit. 

The results of this comparison show that, in all cases, Pell allowable 
college costs have not increased as fast as have the actual college 
attendance costs faced by students. For students living in campus 
donnitories at a public four-year college, Pell allowances that covered 
96 percent of actual costs in 1973-74 covered 86 percent by 1987-88, 
and will probably cover about 59 percent in 1988-89. The decline was 
somewhat less for a student at a private four-year college — from 98 
percent to 92 percent between 1973-74 and 1987-88, to about 77 per- 
cent in 1988-89. However, for a student living off campus at a public 
two-year college, the Pell allowance that covered 81 percent of actual 
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college attendance costs in 1973-74 covered just 56 percent by 1987-88, 
despite the increase in the off campus living allowance from $1100 to 
$1600 in 1984-85. (Note that diflferent assimiptions about dependency 
will alter this comparison substantially.) 



Payment Schedule 



he final design component of each year's Pell Grant Program is the Pell 
Grant payment schedule. This table brings together each applicant's 
Student Aid Index and allowable college costs to determine the dollar 
amoimt of the Pell Grant for which the student has appUed. 

This table is often released quite late, six months or more after all 
other components of the Program have been decided and announced. 
The payment schedule represents the final opportimity for Congress 
and the Department of Education to resolve any differences that may 
exist between the anticipated cost of the program and the resources 
available to fund student Pell Grants. In this sense, the Pell Grant 
payment schedule is an important rationing device to balance revenues 
with anticipated expenditures. Rationing may occur in any of several 
ways, including the maximum grant amount, the maximxmi qualifying 
SAI, and/or the amount of the minimvim grant. 

The payment schedule is normally determined through a relatively 
straightforward process of calculation constrained by such factors as 
maximum and minimum allowable college costs, proportion of allow- 
able costs to be covered by the Pell Grant, and the maximum Grant 
amoimt set by Congress as funding is reviewed. When available fimd- 
ing is inadequate, the payment schedule may be reduced in a variety of 
ways or as in the past, fimds may be borrowed from future Pell appro- 
priations to pay current Program obligations. 

Table 9 summarizes the major design components of the Pell Grant 
payment schedule since 1973-74. The many variables available to 
design Pell eligibility are apparent here. 
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Table 9 

Pell Grant Full-Time Payment Schedule Sunmary 



Maximum Minimum Maximum Grant Limit 
Academic/ Qualifying Allowable Allowable of Allowable Minimum Maximum Payment 
Award Year SEI/SAI College Cost College Cost College Cost Grant Grant Schedule 



1973-74 


$1149 


$1100 


$1250 


50% 


$ 50 


$ 452 


Reduced 


1974-75 


1200 


1500 


2100 


50% 


50 


1050 


Reduced 


1975-76 


1200 


400 


2800 


50% 


200 


1400 


Full 


1976-77 


1200 


400 


2800 


50% 


200 


1400 


Full 


1977-78 


1200 


400 


2800 


50% 


200 


1400 


Full 


1978-79 


1600 


400 


3200 


50% 


176 


1600 


Full 


1979-80 


1600 


400 


3600 


50% 


200 


1800 


Full 


1980-81 


1600 


400 


3600 


50% 


150 


1750 


Reduced 


1981-82 


1550 


400 


3500 


50% 


120 


1670 


Reduced 


1982-83 


1600 


400 


3600 


50% 


126 


1674 


Reduced 


1983-84 


1600 


400 


3600 


50% 


200 


1800 


Full 


1984-85 


1700 


400 


3800 


50% 


200 


1900 


Full 


1985-86 


1900 


300 


3500 


60% 


200 


2100 


Full 


1986-87 


1500 


300 


3500 


60% 


150 


2100 


Reduced 


1987-88 


1900 


300 


3500 


60% 


200 


2100 


Full 


1988-89 


2000 


300 


3799 


60% 


200 


2200 


Full 



Source: Pell Grant Payment Schedule , Annual. 



47 



Pell Grant Program Changes . . . 



43 



IMPLICATIONS FOR APPLICANT ELIGIBILITY 



he original intent of Congress — to make substantial grant assistance 
available to students on the basis of financial need — remains intact 
today. However, Congress expanded its original definition of financial 
need with the Middle Income Student Assistance Act in 1978, and 
continues to expand this conception of middle income financial need 
with the 1986 Amendments to the Pell Grant Program. 

Under budgetary limitations, the expansion of eligibility to new groups 
of students and increase in eligibility to some previously eligible stu- 
dents has occurred at the expense of lowest income aid applicants. As 
a result,the Pell Grant has lost purchasing power relative to the costs 
of attendance faced by lowest SAI Pell Grant applicants eligible since 
1975-76, 

Who gains and who loses under the changes in applicant eligibility 
made by Congress in the 1978 and 1986 amendments? Due to the 
different formulas employed, any effort to identify those who have 
gained and those who have lost Pell Grant eligibility requires that 
dependent and independent applicants be considered separately. 



Dependent Gamers 



actors affecting eligibility: Changes made by Congress to dependent 
applicant eligibility for Pell Grants have quite consistently expanded 
eligibility for dependent applicants. These changes were largely made 
in the 1978 Middle Income Student Assistance Act, effective in 1979- 
80, and the 1986 Amendments, effective in 1988-89. Three changes are 
most important to the extension of Pell eligibility to dependent appli- 
cants from middle income backgroimds: 

1. Reduced assessment rates against discretionary income (1979-80) 

2. Allowance for state and other taxes (1988-89) 

3. Reduced multiple student offset (1988-89) 

The reduction in the assessment rate against discretionary income was 
the first and remains the most important effort by Congress to extend 
Pell eligibility to middle income aid applicants. The assessment rate 
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against discretionary income was 20 percent on the first $5000 and $30 
percent on all discretionary income above $5000 from 1973-74 through 
1978-79. Beginning in 1979-80, these rates were reduced to 10.5 per- 
cent on all discretionary income, through the Middle Income Student 
Assistance Act. For 1982-83, these rates were increased slightly to 11 
percent of the first $5000 of discretionary income, 13 percent on the 
next $5000, 18 percent on the next $5000, and 25 percent on all discre- 
tionary income over $15,000. Despite their modification for 1982-83, 
these rates are well below the original assessment rates against discre- 
tionary income. 

The effects of these three rate systems on the proportion of discretion- 
ary income taken for the SAI is illustrated in Figure 9. The net effect 
was and clearly remains to reduce the expected contribution from 
family income toward the SAI. This reduction in expected family 
contribution expands applicant eligibility for Pell Grants, but only for 
those with discretionary family income, and more for those with more 
discretionary family income. Applicants whose incomes fall below the 
family size offset — the poorest among Pell appHcants — receive no 
benefit from this reduction in assessment rates against discretionary 
income because they do not have any. 



Figure 8. Pell Grant Dependent Applicant Amount 
Expected from Discretionary Parental Income 
During Three Periods 1973-74 to 1988-89 



100001 
9000 
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The allowance for state and other taxes in the 1986 Amsndments is 
effective in 1988-89. The allowance varies from state to state, but 
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averages about 8 percent across all states. This allowance reduces the 
amount of discretionary family income assessable toward the family's 
SAL The more discretionary family income there is, the greater is the 
benefit to dependent applicants. Applicants whose incomes fall at or 
below the family size offset — the poorest among Pell applicants — 
receive no benefit from this allowance. 

The multiple student offset is another allowance that reduces the 
family's expected contribution toward meeting college costs when more 
than one family member is enrolled in college at the same time. Be- 
tween 1973-74 and 1987-88, the mxiltiple student offset was 70 percent 
when two family members were enrolled in college at the same time, 
50 percent when three were enrolled, and 40 percent when four or 
more were enrolled. The 1986 Amendments reduced these rates to 50 
percent , 33 percent and 25 percent , respectively. This reduction is a 
substantial benefit for families with several members enrolled concur- 
rently and SAIs greater than zero. Applicants whose incomes fall 
below the family size offset — the poorest among Pell applicants — re- 
ceive no benefit from this offset. 

The effects of the above changes in the Pell Grant Program on appli- 
cant eligibility for Grants can be illustrated in a variety of ways. Three 
are shown here. 

Maximum income cutoffs: 

Figure 10 illustrates the maximum family income at which an appli- 
cant qualifies for the minimtmi Pell Grant under pre-MISAA and post- 
MISAA SAI formulas. (This case is a family of four, one in college, 
with no assets. Other family sizes and circumstances will alter the po- 
sitions of these curves.) 

Except for the 1986-87 award year when a funding shortfall forced a 
reduction in the Pell payment schedule, the expanded middle income 
eligibility for Pell Grants initiated with MISAA in 1979-80 has been 
preserved through 1987-88 and further expanded in 1988-89. For 
1988-89, the example of a family used here could qualify for the mini- 
mum ($200) Pell Grant up to an income of $28,600. Under pre-MISAA 
SAI formulas, with higher assessment rates against discretionary 
income and no allowance for state taxes, only families with incomes up 
to $23,200 would have qualified for the minimum $200 Grant. 

In addition to this higher income limit for the minimum Pell Grant, all 
applicants eligible to receive Grants less than the maximxmi grant 
qualify to receive larger grants imder post-MISAA SAI formulas than 
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Figure 10: Maximum Qualifying Family Income for a 
Minimum Pell Grant Under Pre-MISAA and Post-MISAA 
Pell SAI Formula 1973-74 to 1988-89 




5000 * I » t » I » I » I — ' I » — I » I » I » I » I » I » I • I — • I • I — » 

73/74 75/76 77/78 79/80 8 1 /82 83/84 85/86 87/88 
Famity size - 4.1 in college, no assets. Year Source: ACT 



they would have xinder pre-MISAA SAI formulas. For example, the 
family with $23,200 in income that would have qualified only for a 
$200 Pell Grant in 1988-89 under the original Pell formula actually 
qualifies for a Grant of $1150 because of the state and local tax allow- 
ance and the lower assessment rates against discretionary income. 

Alternative formula simulations: 

A second illustration of the effect of liberalized Pell eligibility is pos- 
sible through use of the ACT Simulation Service, a part of ACT's Stu- 
dent Need Analysis Service. This simulation is used here to identify 
the family income levels that benefited from the liberalized dependent 
Pell eligibility criteria and to show the magnitude of the increased 
program costs that resulted firom these changes. 

Using a random sample of about 12,000 dependent Pell applicants for 
1987-88 and two sets of dependent eligibility criteria — original Pell 
Program and 1988-89 Pell Program — Table 10 and the following 
figure summarize what happened. The proportion of applicants eli- 
gible under original Program criteria was 34.1 percent. After liberali- 
zation, 54.5 percent of this same applicant population became eligible. 

This increase of about 20 percent in Pell applicant eligibility, however, 
was not spread evenly across income levels. As shown in Figure 11, 
the proportion of applicants that gained eligibility from total parental 
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Figureio : Expansion of Peli Grant Eligibility 
for Dependent Applicants 
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$48-54K 
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Sources: ACT 



income levels below $12,000 per year was less that 4 percent, while the 
gain was over 50 percent for those from income levels of $18,000 to 
$24,000 per year, and 46 percent for applicants from families with 
incomes of between $24,000 and $30,000 per year. Even at family 
incomes of $42,000 to $48,000 per year, the gain in appHcant eUgibility 
was greater than it was for those from family incomes of less than 
$12,000 per year. 

The costs added to the Pell Grant Program were similarly concentrated 
in middle family income ranges. (In 1985, median family income in the 
U. S. was $27,735 according to the Census Bureau.) Only 9.5 percent of 
the increased program costs went to dependent Pell applicants from 
family incomes below $12,000 per year. Over half of the increased 
Program costs went to applicants from families with incomes between 
$18,000 and $30,000. About 15 percent of the additional program costs 
were incurred by adding applicant eligibility from family income levels 
above $30,000 per year. 

Effects of 1986 Amendments: 

The expansion of middle income eUgibility for Pell Grants initiated 
with MISAA in 1978 was continued through the 1986 Amendments. 
The two principal devices used to assist middle income dependent 
applicants were the allowance for state and local taxes, and the in- 
crease in the multiple student offset. The figures 12 and 13 show the 
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Figure 11 : Change In Pell Grant Between 1987-88 
and 1988-89 for a Dependent Applicant, Family of 
Four, One In College at a Public Four-Year College 
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Figure 12 Change In Pell Grant Between 1987-88 and 1988-89 
for a Dependent Applicant, Family of Four, Two In 
College at a Public Four-Year College 
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effects of these changes on applicant grant eligibility at a public foiir 
year college at different income levels between 1987-88 and 1988-89 for 
two representative dependent cases. 

In the case of a dependent from a family of four with one in college, 
the Pell Grant for which the applicant was eligible increased by $90 
between 1987-88 and 1988-89 for those from family incomes of $10,000 
per year or less. The Pell Grant increased by $200 for applicants from 
family incomes of between $14,000 and $26,000 per year. At $28,000 
per year, the Pell Grant increased by $250. 

In the similar dependent case, but where two family members were in 
college, the Pell Grant increased by $90 at a public xmiversity for those 
from incomes below $8000 per year, by $200 at $16,000 per year, by 
$500 at $24,000 per year, and by $850 at $32,000 per year. The pat- 
tern is clear: the smallest gains in Pell Grant eligibility went to those 
from lowest incomes, while the largest gains went to those from much 
higher income levels. 

The Pell Grant maximxmi award — for those with zero SAIs and there- 
fore without apparent personal means to finance their college atten- 
dance costs — has lost purchasing power almost steadily over the life 
of the Program. For example, a maximum Pell Grant that covered 50 
percent of the costs of attending a public two-year college in 1975-76 
now covers 31 percent of these costs. At a public four-year college the 
Pell maximum that covered 44 percent of college attendance costs in 
1975-76 now covers 31 percent. At a private four-year college, the 
maximum Pell Grant that covered 30 percent of costs in 1975-76 now 
covers about 17 percent of such costs. While the Pell Grant maximum - 
which only lowest income aid applicants may qualify for - has in- 
creased by 50 percent between 1975-76 and 1987-88, college atten- 
dance costs faced by such applicants have increased by 140 percent to 
167 percent. 

The accumulated preceding evidence appears to warrant the following 
conclusion: In the case of dependent Pell applicants with lowest SAIs, 
some significant portion of the funds required to maintain the purchas- 
ing power of the Pell Grant relative to actual college attendance costs 
has been reallocated by Congress, first in 1978 and again in 1986, 
toward applicants with higher SAIs to increase their Pell eligibility. 
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Independent Gamers and Losers 



C ongress has made several changes in the standards used to determine 
eligibility for Pell Grants for independent applicants as well. Because 
the single term "independent encompasses many different circum- 
stances, different cases are used here. 

Factors affecting eligibility: 

Generally the changes made to Pell Grant eligibility that have bene- 
fited middle income dependent applicants have also benefited inde- 
pendent applicants. These include reductions in assessment rates 
against discretionary income, allowances for state and local taxes, 
and multiple student offsets. However, other changes made by Con- 
gress have also benefited and sometimes reduced or eliminated inde- 
pendent Pell Grant applicant eligibility since 1973-74. These major 
changes made by Congress are: 

1. Increased fa; lily size offset for single independents in 1979-80 

2. Change in assessment rate against discretionary income for a 
married independent applicant without children, first a reduc- 
tion in 1980-81 and then an increase in 1988-89 

3. Reductions in assessment rates for independent applicants with 
dependents other than spouse first in 1980-81, and ag^ in for 
1988-89 

Single independent financial aid applicants make up about half of the 
ACT Family Financial Statement independent filing population. Be- 
tween 1973-74 and 1978-79, the family size offset for the single inde- 
pendent case was about 35 percent of the federal poverty level. For 
family sizes greater than one, the family size offset was set at the 
federal poverty level. In 1979-80, the allowance for single independents 
was increased to approximately the poverty level, thus protecting income 
to this higher level from any assessment toward the applicant's SAL 

For married independent Pell applicants without dependents. Con- 
gress has changed the assessment rate against discretionary family 
income twice. The first time, in 1980-81, the rate was reduced from 50 
percent to 25 percent. Then Congress reversed itself and increased 
this rate to 75 percent effective with the 1988-89 academic year. This 
increase will reduce or eliminate the eligibility of these applicants who 
have incomes above the family size offset. 
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Independent applicants with dependents other than spouse have re- 
ceived the benefit of two reductions in the assessment rate against 
their discretionary family incomes. The original rate of 40 percent was 
first reduced to 25 percent in 1980-81, and then to a progressive rate 
schedule beginning at 11 percent for 1988-89. For grant applicants 
with incomes above the family size offset, these changes have and will 
increase Pell eligibility substantially. 



Alternative formula simulations: 

The combined effects of these changes plus state and local tax allow- 
ances and multiple student offsets on independent Pell applicant eligi- 
bility are shown in Table 11. Using the ACT Simulation Service again, 
two Pell SAI formulas were tested against a random sample of 6640 
1987-88 ACT Family Financial Statement filers. One simulation used 
the formula to be employed in 1988-89, and the other employed for- 
mula criteria that were used during the first five years of the Pell 
Grant Program. The differences in formulas may be summarized as 
follows: 



Family Size Offset: 
Family size is one 

Tax Allowance: 

Discretionary income 

assessment rates: 
Married with spouse 
With dependents 



Multiple student Offset: 



Original Program 1988-89 Program 



$1800 
federal 



50% 
40% 



10/70/50/40 



$5300 

federal & state 



75% 

$1-5K: 11% 

$5-1 OK: $550 + 13% 

$10-15K: $1200 + 18% 

$15K+: $2100 + 25% 

100/50/33/25 



A bimodal distribution of beneficiaries under these changes results. 
The largest increase in eligibility for Pell Grants occur in the total 
student income intervals of $3000 to $9000 and $15,000 to $30,000. 
The largest gain in additional dollars — an increase of 63 percent — 
occurred in the $3000 to $9000 income range. Again, the lowest in- 
come Pell applicants were not the primary beneficiaries of the liberali- 
zation in Pell eligibility that occurred after the first six years of the 
Program. 

Effects of 1986 Amendments by income level: 

Four independent student cases were studied to determine the effects 
of the 1986 Amendments on Pell applicant eligibility changes between 
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1987-88 and 1988-89. To assist in the focus of the discussion, changes 
in Pell eligibility at only a public four-year college are reported here. 

For a single independent applicant at an income of less than $4000, the 
Pell Grant will increase by $90 between 1987-88 and 1988-89. At 
$6000 of income, the Pell Grant will increase by $200. At $7000 and 
$8000 of income, the Pell Grant will increase by $300. 

For an unmarried independent applicant with a dependent. Pell 
Grants at a public four-year college will increase by $100 between 
1987-88 and 1988-89 from income levels through about $8000. Above 
that income, increases will be greater. At $10,000 Pell Grants will 
increase by $400. At $14,000 they will increase by $800. At $18,000 
they will increase by $1350. Increases will be greater than the $100 
increase to be experienced by zero SAIs for all income levels up 
through $26,000 per year. 

For married independents without other dependents, the increase in 
discretionary income assessment rates from 25 percent to 75 percent 
will reduce or eliminate many previously eligible Pell applicants. Only 
the lowest income eligible applicants will see increases. Up to about 
$7000 in income. Grants will increase by $90 to $100. However, above 
that level or the amotint protected by the family size offset plus tax 
allowances, grants will decrease. At $8000 Grants will decrease by 
$200. At $10,000 they will decrease by $1100, and at $11,000 Grants 
will decrease by $1150. In fact, whereas married independent appli- 
cants were eligible for Pell Grants up through about $15,000 of income 
in 1987-88, they will be eligible for minimum awards only up to about 
$10,000 in 1988-89. 

If, however, the married independent Pell applicants have a depend- 
ent, the reduction in discretionary income assessment rates will actu- 
ally expand the eligibility for grants in 1988-89. Up to about $8000 in 
family income Pell Grants will increase by $90. At $12,000 they will 
increase by $600. By $18,000 they will increase by $1250. The upper 
income limit for a minimum Pell Grant will increase from about 
$16,000 in 1987-88 to about $26,000 in 1988-89. 

With the exception of the married independent applicants without 
dependents, the evidence again appears to justify the following conclu- 
sion: In the case of independent Pell applicants with lowest SAIs, 
some significant portion of the funds required to maintain the purchas- 
ing power of the Pell Grant relative to actual college attendance costs 
has been reallocated by Congress, first in 1978 and again in 1986, 
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Figure 13 : Expansion of Pell Grant Eligibility 
For Independent Applicants 
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Figure 14 Ctiange in Pell Grant Between 1987-88 and 1988-89 
for a Single independent Applicant at a Public Four-Year College 
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Figureis : Change in Pell Grant Between 1987-88 
and 1988-89 for an Unmarried Independent with Child 
at a Public Four- Year College 
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Figure 16 : Change in Pell Grant Between 1987-88 
and 1988-89 for a Married independent Applicant, One 
in College at a Public Four- Year College 
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Figure 17 : Change in Peii Grant Between 1987-88 
and 1988-89 for a Married Independent Applicant, with 
one Child, One in College at a Public Four-Year College 
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toward applicants with higher SAIs to increase their Pell eligibility. 
The exception, of course, is the substantially reduced Pell Grant eligi- 
bility for married independents without dependents who have incomes 
above the level protected by the family size offset and tax allowances. 

With only one exception, changes to dependent and independent Pell 
applicant eligibility have been in the direction of expanded eligibility 
and Program cost. Under the restriction of limited Program funding, 
this expanded eligibility has been financed partly by lack of growth in 
the maximum Pell Grant provided for those with zero SAIs. 

The changes made to the original Basic Educational Opporttmity 
Grant Program by the Middle Income Student Assistance Act of 1978 
and the 1986 Amendments have clearly and quite consistently shifted 
its focus. Congress has decided, for both dependent and independent 
Pell Grant applicants, to expand eligibility to additional classes of 
previously ineligible applicants while increasing grants to others previ- 
ously eligible without funding adequate to match college attendance 
cost increases. 

Under the constraint of limited funding, these additions have been 
partially financed through lack of growth in the maximum Pell Grant 
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for the lowest SAI applicants. Although the maximum Pell Grant is 
authorized for annual increases under the 1986 Amendments, avail- 
able fxmding will be largely used to create or expand eligibility for 
applicants other than those from lowest family resource levels. 
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w hile jBnancial aid has made higher education more available to all 
Americans, it has been especially important to blacks. The dramatic 
growth of black student enrollment on the nation's campuses during 
most of the 1970s reflects in part the impact of federal and state assis- 
tance programs. The establishment of these programs, beginning in 
the mid 1960s, was prompted by concerns about racial justice and 
equality and the integration of minorities into the mainstream of 
American life^ Government policy-makers, interested in translating 
educational attainment into job oppoitxmities, sought to use financial 
aid as a means for eliminating the monetary barriers to college ma- 
triculation and graduation. 

However, since 1978, fewer black students have been attending college. 
This decline has been attributed in part to the skyrocketing costs of 
postsecondary education combined with changes in the availability of 
financial aid programs. Since 1981, inflation has outpaced increases in 
financial assistance, loans have taken primacy over grants in aid pack- 
ages due to cuts in federally-based aid funding, and families have been 
expected to make greater contributions to cover costs. Black students 
have traditionally relied more on financial aid to pay for college than 
have nonblacks, so they are likely to have been more adversely aflfected 
by these developments^. Indeed, minority aid applicants have been 
more inclined than their white counterparts to perceive financial assis- 
tance as essential to their ability to attend college^. 

Reductions in financial aid also appear to have aflected the retention 
rates of black students who do enroll. Research has shown that blacks 
who received financial assistance were twice as apt to persist in college 
than were those without aid, and that blacks were more likely to drop 
out as a result of financial aid cuts than were whites and other minor- 
ity students'*. 

One of the major goals of higher education in Maryland has been ac- 
cess. Since its adoption in 1978, the Statewide Plan for Postsecondary 
Education has endorsed the objective of making educational programs 
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and other resources available to all Maryland citizens who can benefit 
from them. For educational opportimities to be accessible, they must 
be affordable. Because of the economic forces described above, a col- 
lege education is increasingly beyond the reach of many low-income 
Americans, a disproportionate number of whom are black. This prob- 
lem is exacerbated in Maryland, where tuition and fee levels at public 
institutions are well above those of comparable schools in other states 
and where tuitions at private campuses have sharply increased in 
recent years. Hence, the ability of black students in Maryland to par- 
ticipate in the college experience may depend on their success in as- 
sembling an adequate financial aid package. 

This paper represented an effort to gain an understanding of this 
situation, by describing the level of financial assistance received by 
black students attending Maryland's public colleges and universities 
and comparing their record with that of nonblacks. Specifically, the 
paper focuses on trends in various types of financial support received 
by imdergraduate and graduate/professional student enrolled at a 
Maryland public college or vmiversity between Fall 1981 and Fall 1985. 
These are the most recent years for which figures were available at the 
time the study was xmdertaken, and they also coincide generally with 
the period in which cuts in federally-fxmded aid programs took place. 



Data Sources 



X wo sources were used primarily in preparing this paper. The first was 
the State Board for Higher Education Form S-5, "Financial Aid Infor- 
mation,"* which public two- and four- year colleges and imiversities are 
required to submit annually. Institutions report, by gender and race, 
the total dollar amoimts awarded and the nxmiber of awards for spe- 
cific types of grants, loans, scholarships, and student employment in 
the previous year. Schools also are asked to provide the number of 
students receiving each of these types of awards. Information is col- 
lected for both undergraduate and graduate/professional students. 

The second source was an annual survey of bachelor's degree recipients 
from Maryland public colleges and universities which the State Board 
for Higher Education has conducted since 1980. Questionnaires have 
been sent to all graduates one year after they earned their baccalaure- 
ates. Return rates have averaged 50 percent. Questions on the gradu- 
ates' financial aid situation while in college have been on the survey 
since 1983. 
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This paper also used information from the Maryland Higher Education 
Loan Corporation data tape on Guaranteed Student Loan recipients in 
Maryland, the Pell data tape on Maryland residents who applied for 
Pell Grants, and the State Board for Higher Education Enrollment 
Information System. 



Maryland Public Higher Education 



M aryland has 32 public campuses. Nineteen are commimity colleges. 
Six of the four-year institutions make up the State University and 
College System; about 85 percent of the students enrolled at these 
schools are undergraduates. Five of the campuses comprise the Uni- 
versity of Maryland System, where nearly 80 percent of the enrollment 
is undergraduate. Morgan State University, which is about three- 
fourths undergraduate, and St. Mary's College of Maryland, which is 
entirely devoted to undergraduate education, have their own governing 
boards. Maryland will initiate a new higher education governance ar- 
rangement July 1, 1988 in which the campuses in the State University 
and College System will become part of an expanded University of 
Maryland System. 

Enrollment Trends among Blacks and Non-Blacks 



Patterns in the financial aid received by blacks and nonblacks have to be 
considered in the context of student enrollment. The number of full- 
time black imdergraduates on Maryland public campuses fell 15 per- 
cent between 1981 and 1985, while the enrollment of nonblacks de- 
clined 2 percent. The community colleges experienced the greatest 
drop among both races. There was virtually no change in the number 
of part-time black undergraduates attending Maryland public institu- 
tions during this period, and there was a 7 percent rise in pai't-time en- 
rollment among nonblacks. Enrollment trends among full-time under- 
graduates are especially relevant to this paper, since these students 
are the greatest recipients of financial aid. Most of the undergraduates 
of both races who obtained a Guaranteed Student Loan or a Pell Grant 
in 1985 were full-timers. 

Graduate and professional full-time enrollment increased during this 
period: 15 percent among blacks and 6 percent among nonblacks. 
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There was a 5 percent decline in the number of blacks attending 
graduate or professional school on a part-time basis, while there was a 
3 percent rise in nonblack part-timers. 



Trends in Financial Support Among Undergraduates 

An examination was made of the financial aid awarded to blacks and 
nonblacks in terms of the nxmiber of students receiving assistance, the 
total dollars awarded, and the average amount of support obtained by 
each student. For imdergraduates, the types of aid included grants 
(most of which were Pell Grants), loans (Guaranteed Student Loans 
represented the majority), scholarships, and student employment 
(mostly college work-study funds). For graduate students, the kinds of 
aid included grants, scholarships and fellowships; loans; and student 
employment (mostly assistantships). 



Figures 1-3 present five-year trends in total support among black and 
nonblack undergraduates at Maryland public campuses. Seventeen 
percent fewer blacks received some form of assistance in 1985 than in 
1981, although most of the decline came in the final year. However, 
the total amount of aid to blacks during this period rose by 16 percent, 
and the average award increased 40 percent from $1,475 to $2,060. 
The number of nonblacks obtaining some kind of aid during these 
years increased by 23 percent, total dollars by 41 percent and the 



Figure 1 : Trends in Total Support at MD Public Campuses 
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Figure 2: Trends in Total Support at MD Public Campuses 
Total Dollars (in Thousands) 
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average award by 15 percent from $1,504 to $1,731. However, the 
average dollar amotints received by nonblacks have increased steadily 
since 1982, after declining the previous year. Except in 1981, the 
average award to blacks exceeded that of nonblacks. 

These overall figures hide differences among campuses. At the com- 
munity colleges, the number of black students getting aid fell 22 per- 
cent between 1981 and 1985, but the amoimt of assistance rose by 7 
percent. As a consequence, the average award to blacks was up 37 
percent. In contrast, the average dollar amount received by nonblacks 
increased just 3 percent, but this was because the rise in the nimiber of 
students obtaining aid and the total dollars was about the same (34 
percent and 38 percent respectively). The number of black students on 
campuses in the State University and College System who received aid 
dropped by 14 percent, but the total amount of assistance rose by 7 
percent, producing a 25 percent rise in the average award. The num- 
ber of nonblacks receiving assistance edged up 1 percent, but a 25 
percent increase in the total dollars available resulted in a 24 percent 
rise in the average dollar amount received by students. Black xmder- 
graduates at the University of Maryland campuses experienced a 61 
percent jump in their average financial aid award during the five-year 
period, although most of tWs rise occurred between 1984 and 1985. 
The number of blacks receiving aid declined by just 2 percent, while 
there was a 57 percent increase in the total amoimt of aid. The aver- 
age dollar amount of aid received by nonblacks rose by 23 percent. 
There was a 25 percent increase in the number of nonblack students 
getting aid and a 53 percent jxmip in total dollars available during this 
period. 

The number of black undergraduates on Maryland public campuses 
who received grants declined 29 percent between 1981 and 1985. This 
was primarily the result of a sharp drop in the number of Pell Grant 
recipients at the community colleges and, to a lesser degree, the insti- 
tutions imder the State University and College System. However, the 
amount of grant money available to blacks during this period inched 
up 1 percent, so the average grant per student increased 42 percent. 
Nonblack undergraduates experienced an 8 percent rise in the number 
obtaining grants and a 54 percent jump in total grant dollars; this 
translated into a 43 percent increase in the average grant to 
nonblacks. The average dollar amount of grants received by blacks 
was slightly higher than that of nonblacks throughout the five-year period . 

A different pattern emerged on loans. The number of black under- 
graduates who received loans during the five-year period rose 18 per- 
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cent, and the amount of loan monies distributed to blacks went up 39 
percent. The average dollar amount borrowed increased by 17 percent. 
An explanation is required in examining the patterns among 
nonblacks, because of the sharp decline in the total loan dollars and 
the average amount borrowed between 1981 and 1982. Beginning in 
Fall 1981, applicants for a Guaranteed Student Loan whose family's 
adjusted gross income exceeded $30,000 had to demonstrate financial 
need in order to be eligible. Nonetheless, between 1982 and 1985, 
there has been a noticeable rise in both the total amount of loan money 
and the average loans received by nonblacks. Further, the number of 
nonblack undergraduates taking out loans increased by 13 percent 
during the five-year period. Since 1982, the average loan of nonblacks 
also has exceeded that of blacks. 



The decline in the number of black undergraduates receiving grants 
and the increase in those with loans raises the concern whether some 
of these students, particularly those from economically disadvantaged 
backgrounds, may be incurring debt rather than applying for awards 
for which they qualify. (Table 1) shows the percentage of black and 
nonblacks undergraduates on Maryland public campuses in 1985 who 
received a Pell Grant, a Guaranteed Student Loan or both; those with 
neither were not included. Overall, a much higher percentage of stu- 
dents of both races had obtained a Pell Grant than a Guaranteed 
Student Loan (89 percent to 57 percent among blacks and 84 percent to 
57 percent among nonblacks). Less than 10 percent of the blacks and 
nonblacks in the income range under $20,000 had obtained only a 
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Figure 5: Trends In Loans at MD Public Campuses 
Total Dollars (In Thousands) 
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guaranteed Student Loan; in contrast, between 47 percent and 52 
percent of these students had only a Pell Grant. Only among families 
in which the adjusted gross income was $50,000 or more were there 
more Guaranteed Student Loan than Pell Grant recipients. A greater 
percentage of nonblack than black students with family salaries of 
$30,000 or more had obtained only a Pell Grant. 

Five percent fewer blacks received scholarships in 1985 than in 1981. 
However, total scholarship dollars for blacks jumped 25 percent, so the 
average scholarship per black undergraduate increased 32 percent. In 
comparison, there was a 34 percent increase in the number of 
nonblacks receiving scholarships and a 60 percent hike in the total 
dollars which went to nonblacks for scholarships. This resulted in a 19 
percent boost in the average scholarship of nonblacks. The average 
black scholarship was consistently higher than that of nonblacks dur- 
ing this period. 

The analysis of campus-based student employment focuses on 1981 to 
1984, since the data supplied for 1985 by one campus. University of 
Maryland College Park, used a different frame of reference and would 
make comparison meaningless. The ntmiber of black undergraduates 
receiving aid in the form of student employment fell by 11 percent 
during this period, but the amount of dollars available rose by 2 per- 
cent. Thus, the average award for each student rose by 15 percent. 
Nonblacks experienced a 7 percent rise in the number receiving em- 
ployment assistance and a 21 percent jump in total dollars. The aver- 
age amoxmt of assistance for nonblacks increased 21 percent. The 
average aid figure for blacks has been regularly higher than that of 
nonblacks. 



So far, this paper has focused only on the number of students who have 
received aid. The percentage of blacks who have gotten some form of 
assistance has been at least double that of nonblacks. However, the 
percentage of black undergraduates with aid has consistently declined 
from 76 percent in 1981 to 68 percent in 1985, while the proportion of 
nonblacks who received support has steadily risen from 30 percent in 
1981 to 34 percent in 1985. A much greater percentage of blacks than 
nonblacks received grants. But the proportion of blacks getting a grant 
declined steadily from 54 percent in 1981 to 42 percent in 1985, while 
the figure among nonblacks remained constant (11 percent in both 
1981 and 1985). The percentage of black undergraduates who had 
loans increased from 19 percent in 1981 to 28 percent in 1983, then fell 
to 24 percent in 1985; twelve percent of the nonblacks had loans in 
each of these years. Twenty percent of the black undergraduates 
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Figure 6: Trends in Employment at MD Public Campuses 
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Figure 7: Trends in Employment at MD Pubhc Campuses 
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received scholarships in both 1981 and 1985, while the proportion of 
nonblacks who obtained scholarships increased slightly from 13 per- 
cent to 16 percent. There was little change in the proportion of blacks 
who had campus-based student employment (14 percent in 1981 and 
15 percent in 1985), while the percentage of nonblacks who received 
this form of aid nearly doubled during this period (5 percent to 9 percent). 

The follow-up survey of baccalaureate recipients from Maryland public 
institutions supplied further information about the financial aid situ- 
ation of black and nonblack students since 1983. This included an 
indication of the amount of aid received while in college, the extent of 
indebtedness at graduation, and the importance of financial support to 
degree completion. 

In each year, about three-fourths of the blacks who responded to the 
survey reported that they had received financial assistance through 
scholarships, grants of VA benefits while in college, compared with 
slightly more than half of the nonblacks. Of those individuals who 
received some aid, the median amount obtained by blacks consistently 
exceeded that of nonblacks. More blacks than nonblacks indicated that 
they owed on loans obtained to finance their education at the time they 
graduated. A majority of blacks in each year reported that they had at 
lease some debt, while most nonblacks did not. The percentage of 
graduates of both races who owed nothing has steadily declined. The 
median debt of black graduates rose swiftly during the three year 
period, from $2,788 to $4,444. In contrast, the median amoimt owed by 
nonblacks remained relatively steady. As a result, the median debt of 
blacks, which greatly trailed that of nonblacks in 1983, passed it two 
years later (see Figure 8). The gap in the median indebtedness of 
blacks and nonblacks who were employed full-time also narrowed 
during the three-year period, but there was minimal change in the 
edge which nonblacks held in median annual salary — a finding which 
has consequences for the ability of blacks to repay loans. Finally, the 
comparative importance of financial support to blacks and nonblacks 
was demonstrated by the responses to the following survey question: 
Would you have been financially able to complete your degree without 
the aid you received?" In each year, a solid majority of black graduates 
answered "no", compared to slightly more than one-third of nonblacks. 
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Table 2 

Median Annual Salary of Graduates Employed Full-Time 
and the Amount Owed on Loans at Time of Graduation, By Race 


1983 1984 

Median Median 
Salary Debt Salary Debt 


1985 

Median 
Salary Debt 


Black $14922 $2868 $16860 $3375 


$17634 $3960 


Nonblack $17058 $4203 $19179 $4320 


$19629 $4405 


Note: Medians exclude graduates who had no debt 




Source: SBHE Follow-up Surveys 
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Trends In Financial Support Among Graduate and 
Professional Students 



otal financial assistance for graduate and professional students on 
Maryland public campuses rose between 1981 and 1985, and there was 
slight difference between the rate of increase for black and nonblack 
graduates. The number of students of both races who received aid 
moved up 13 percent during this period, and the total dollars awarded 
jimiped 50% for blacks and 46 percent for nonblacks. This translated 
into a 32 percent increase in the average dollar award per student 
among blacks and 29 percent among nonblacks. It should be noted, 
however, that there was a substantial increase in the average amounts 
received by both races between 1984 and 1985 — the result of a sharp 
one-year drop in the number of graduate and professional students 
receiving aid. Throughout this period, the average financial aid package 
of nonblack graduate and professional students exceeded that of blacks. 

As with undergraduates, there were variations among the higher 
education segments in the State. At the University of Maryland cam- 
puses, there was a 6 percent decline in the number of black graduate 
or professional students receiving aid. However, the dollars received 
rose by 39 percent, resulting in a 48 percent hike in the average per 
student award. The number of nonblack students increased 13 per- 
cent, with a 50 percent jump in the total monies and a 33 percent rise 
in the average dollar amount. There was a 46 percent rise during the 
five-year period in the number of black graduate and professional 
students on campuses in the State University and College System, and 
total funds obtained almost doubled. This resulted in a 34 percent 
increase in the average dollar award. In sharp contrast, there were 
just 14 percent more nonblack students receiving aid in 1985 than in 
1981, and a 71 percent increase in total dollars. Hence the average 
dollar amount for each student fell by 6 percent during the period. The 
average award for nonblacks tended to be higher than that for blacks 
at the institutions under both the University of Maryland and the 
State University and College System, although the difference was less 
pronounced at the latter campuses. 

The patterns in specific types of financial aid were often marked by 
sharp fluctuations, which distorted the five-year trends. The average 
grant, scholarship or fellowship award of black graduate and profes- 
sional students consistently exceeded that of nonblacks between 1981 
and 1985, although the difference between the two races narrowed in 
the last year. On the other hand, the average loan per student of non- 
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blacks was regularly greater than that of blacks. And the average 
dollar amount of aid for campus-based student employment received 
by nonblacks was repeatedly much higher than that obtained by 
blacks. 

Table 3 shows the percentage of black and nonblack graduate/ 
professional students at Maryland public institutions who had received 
financial support in 1981, 1983, and 1985. In each year, a greater 
percentage of blacks than nonblacks obtained some form of financial 
help with their studies. The percentage of blackp who were awarded a 



Table 3 - Percentage of Black and Nonblack Students at Maryland Public 
Colleges & Universities Who Have Received Financial 
Support (Graduate/Professional Students) 





1981 




1983 


1985 






Non 




Non 




Non 




Black 


Black 


Black 


Black 


Black 


Black 


Institutional Grants/ 














Scholarships/Fellowships 


7% 


4% 


17% 


9% 


13%> 


6%> 


All Grants* 


26% 


11%> 


28%> 


14% 


26%> 


12% 


Nationals Direct 














Student Loans 


5% 


2% 


8% 


3% 


8% 


3% 


Guaranteed Student 














Loans 


14% 


17% 


23% 


16% 


28%> 


15%> 


All Loans* 


19% 


18% 


28%> 


17% 


34%> 


19% 


All Student Employment 


10% 


15% 


9% 


17% 


9% 


21 %> 


Total Support* 


48% 


38% 


60% 


47% 


53%> 


41% 


* Unduplicated number 


Source: SBHE Form S-5, SBHE Enrollment Information Syst€ 



grant, scholarship or fellowship was at least double that of nonblacks 
in each year. There was a marked rise in the proportion of black stu- 
dents who took out loans to finance their advanced education: 19 
percent in 1981, 28 percent in 1983, and 34 percent in 1985. In con- 
trast, the percentage of nonblacks securing loans hardly changed. As a 
result, while there was only a slight difference between the proportion 
of blacks and nonblacks who received loans in 1981, the percentage of 
blacks with loans was almost twice that of nonblacks in 1985, Hence, 
it can be concluded that, unlike nonblacks, blacks have increasingly 
been going into debt to finance graduate or professional education. 
Unlike other forms of aid, a higher percentage of nonblacks than 
blacks received campus-based student employment. While the per- 
centage of blacks getting such aid remained relatively constant at the 
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9-10 percent level, the proportion of nonblacks obtaining this assis- 
tance rose steadily from 15 percent to 21 percent during this period. 



Conclusions 



The data presented in this paper suggest that cuts in the availability of 
federally-funded grants and scholarships during the last several years 
have had a sharp impact on the way Maryland*s black students are 
paying for their college education. The number of black undergradu- 
ates who received grants fell far more steeply than did the black enroll- 
ment rate. Likewise, there was a steady decline in the proportion of all 
black undergraduates who obtained grants. At the same time, the 
nimiber of blacks with loans rose along with the amoimts being bor- 
rowed. The median debt incurred for education- related expenses by 
blacks soared between 1983 and 1985. This practice seems to have 
followed in graduate and professional school. Unlike nonblacks, an 
increasing number of blacks have been turning to loans to finance their 
advanced education. Blacks apparently are not reluctant to go into 
debt to finance college. 

The trends reported in this paper are limited to a five-year period in a 
single State and cannot be considered necessarily indicative of finan- 
cial aid patterns elsewhere. However, other studies have shown in- 
creased reliance on loans by blacks. Research conducted by the United 
Negro College Fund and the National Association of Independent 
Colleges and Universities found that the percentage of black students 
who assumed loans soared from 5 percent in 1980 to 46 percent in 
1986. In any case, the decline in the use of grants by black students in 
Maryland and their corresponding dependence on loans could nega- 
tively affect their access to college and their ability to complete their 
studies if they do enroll. Accumulating large amounts of debt also could 
have particularly adverse economic consequences for these students. 

Although research findings have not been consistent, certain types of 
financial aid — scholarships or grants, work study jobs, and part-time 
employment on campus — seem to contribute positively to college per- 
sistence^. Grants and scholarships, especially those financed by the 
federal government, have been especially relevant in maintaining and 
increasing minority student enrollment. This is because grants and 
related types of assistance have been the main tool by which minority 
students have reduced the "net cost**, or "out of pocket expenses", of 
their college education^. There would be little debate among financial 



ERIC 



79 



74 



Michael J. Keller 



aid administrators that the availability of grants and scholarships 
have enhanced black student access to and retention in college. 

Grants, or the lack of them, also can affect a student's choice of an 
institution. Low-income students, who have limited funds for college, 
are restricted in their choice of campuses if they are required to fi- 
nance their education on their own. Ar> a consequence, white students 
apparently have a greater choice of public and private colleges than do 
black and other minority students'. Grants address this imbalance by 
making it easier for financially disadvantaged students to pick from a 
wider pool of campuses. This, in turn, may increase the prospects that 
these students will succeed in college. There is substantial evidence 
suggesting that a student's college choice can have enormous impact on 
his or her persistence, personal development and emplo3rment pros- 
pects^. 

In contrast, while loans may make it possible for a greater mmiber of 
black students to matriculate, they may lessen their chances of gradu- 
ation. Loans, with the possible exception of small amoimts of indebted- 
ness, actually undermine persistence^. Hence, the increasing attrac- 
tiveness of loans among black students in Maryland poses a problem 
for college administrators seeking to reduce attrition. Cutbacks in the 
availability of grants make it easier to understand the popularity of 
loans among black students, especially since the parents of many black 
students may not be in a position to provide sufficient monetary sup- 
port. But loans represent a financial siren, as extra indebtedness can 
lead to insurmountable loan obligations after graduation and possibly 
to economic hardships and ultimate default. The surveys of baccalau- 
reate recipients at Maryland public campuses have suggested that 
blacks may face a more difficult time repaying loans because they tend 
to have higher unemployment rates than nonblacks and those who do 
find full-time work typically earn less. But even if black students 
deliberately avoid snaring themselves in unrealistic debt situations, 
the fear of borrowing too much can intimidate them into redesigning 
their educational plans, cutting back on the number of courses taken, 
and even leaving college altogether^^. 

Perhaps the most disconcerting aspect of this study is that the decline 
in the nianber of black undergraduates receiving grants and scholar- 
ships coincided with a rise in the number of nonblacks obtaining these 
awards. This resulted in higher average awards for blacks who re- 
ceived these types of aid, since the total dollar amounts for grants did 
not change and those for scholarships increased. But this raises the 
prospect that some eligible blacks are not applying for certain kinds of 
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assistance or that they are applying and are being denies. That the 
proportion of all black undergraduates with grants declined between 
1981 and 1985, while there was no change in the percentage of 
nonblacks with grants, seems to strengthen these possibilities. 

While the explanation for these trends are subject to speculation, 
several studies have suggested factors that may inhibit low-income 
black students from applying for need-based grants^^ These include 
complexity of the student financial aid system, family circumstances, 
inadequate high school coimseling for low-income urban students, and 
the reluctance of some colleges to recruit in these areas. 

Some students may be impeded by the paperwork requirements associ- 
ated with the aid program. The forms required by the various layers of 
government and by institutions are often complicated and written in 
technical language. Application deadlines, which can vary among the 
different governmental levels and among colleges, may baffle some. 
Also, the standards for receiving Pell Grants have been tightened in 
recent years, and students who fail the eligibility for these awards are 
often denied state and institutional help. Students may find it easier 
just to apply for loans. 

Family xmfamiliarity with financial aid programs and procedures may 
handicap some black students. Most of the parents of low income 
black students probably have not been to college or do not have other 
children in college. This is likely to affect the knowledge they have of 
aid programs — and that of their offspring^^. Further, many low-income 
families may lack adequate records and may be loather to reveal their 
financial history. As a consequence, application forms may contain 
errors and omissions which could lead to automatic rejection. Some 
parents may discourage their children from submitting an aid applica- 
tion because of fear that the additional funds could jeopardize other as- 
sistance the family is receiving. 

Counselors at urban high schools often do not have the resources, 
human or monetary, to engage in serious financial aid advising with 
students as do their cotinterparts at more prosperous schools. Most 
high school and public libraries do not carry applications for Pell 
Grants. And many colleges do not actively seek low-income students 
from inner city communities and, as a result, little information is made 
available about the institution's financial aid awards. 

A number of steps could be considered to increase the number of black 
students in the State who receive Federal grants. These include 
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streamlining the application process, improving written commimica- 
tion to students, expanding and improving covmseling services, devel- 
oping a mass media advertising campaign aimed at reaching minority 
students, creating a telephone "hot line'' to dispense financial aid 
information, and creating a ftind to support the development of innova- 
tive techniques for reaching black students with information about 
financial aid opportimities. 

Any of these efforts could prove effective in increasing the number and 
percentage of blacks who receive Federal grants; there actually has 
been no real decline in the number and proportion of black students in 
Maryland who have obtained State and institutional fimded scholar- 
ships or grants. The sharp increase in the reliance of black students 
on loans seems to be part of a national trend and is not unique to 
Maryland. Yet, the findings of this paper suggest that remedies need 
to be undertaken to insure that all students who are eligible for finan- 
cial aid awards select this option before paying for their college educa- 
tion with borrowed dollars. 
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Abstracts 

The Operation of The Guaranteed Student Loan Program in 
Minnesota, 1977-1985, Saul Schwartz and Sandy Baum 

T his study used the **dump tapes** to study debt levels and default rates 
in the Guaranteed Student Loan Program in Minnesota. The findings 
indicate that both borrowing levels and default rates differ considera- 
bly at different types of institutions. Average debt levels are below 
$3000 for students at two-year schools, but close to $5000 for those in 
private four-year schools and over $6000 for graduate and professional 
students. Default rates are about twice as high for students at two- 
year institutions as for those at four-year institutions. There is some 
indication that default rates are falling over time, but both data in- 
adequacies and the long lifetime of individual student loans limit the 
precision of the results. Minnesota residents attending out-of-state 
schools. This represents slightly more than 3 percent of the $46 billion 
lent nationwide. 



The Reduction of Student Loan Defaults in New Jersey, 
Lutz K. Berkner 



efault rates and annual default volume in the New Jersey GSL pro- 
gram increased steadily between 1981 and 1984, and then began to 
decline. The initial increase in defaults reflected the sharp rise in 
loan volxmie three years earlier, an increasing proportion of proprie- 
tary school loans, and the reduction of the ^^grace** period from nine to 
six months in 1981. The reduction in defaults after 1984 resulted from 
a combination of factors: the establishment of default prevention pro- 
grams at New Jersey schools; regulatory changes which increased the 
length of the delinquency period by two months; the implementation of 
a program to audit New Jersey schools with the highest default rates; 
and a sharp reduction in annual loan volume as national guarantors 
expanded operations in New Jersey, taking over the bulk of guarantees 
at proprietary schools — including most of the schools with the highest 
default rates. A profile of defaulter characteristics confirms the results 
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of previous studies: defaults are concentrated among low-income stu- 
dents, especially at proprietary trade schools. College student defaults 
are concentrated among low-income drop-outs who have borrowed only 
one loan. Repayment patterns show that nearly half of all defaulters 
repay their defaulted loan amount within ten years. 

* This paper is part of the New Jersey Default Task Force Report, 
May, 1988, which includes the appendices referenced in the text. 



Toward An Understanding of Why Defaulters Repay, 
Marilyn Pedalino and Cynthia Ctiopicl< 



By following up on the himches of veteran collection practitioners and 
guaranty agency administrators, an inductive study was design to 
better understand why some people repay their defaiilted student 
loans. 

Persistence and telephone contact between collector and defaulter 
appeared to be the most effective techniques in motivating the sample 
defaulters to repay. Calling defaulters at work seemed to encourage 
repasnnent. 

The apparent motivations or reasons for repajnnent emerging from this 
exploration include: 

• effective telephone communication 

• parent's paying the debt 

• credit restriction 

• IRS offset 

Two findings were surprising: 

• the size of balance due and the number of payments these in- 
dividuals made before paying in full did not appear to be re- 
lated, and 

• although those who never made payments before defaulting 
had higher loans and took longer to make the first payment, 
they ultimately paid more quickly than those who had been 
pajring prior to default. 
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Student Loan Defaults: One State's Approach, 
Robert Former 



X he Colorado Student Loan Program has initiated several measures to 
reduce student loan defaults while maintaining access to postsecon- 
dary education. Many of these measures came from recommendations 
by the Colorado Default Prevention Task Force consisting of various 
participants in the student loan process. Accurate and timely informa- 
tion can help prevent student loan defaults. To better inform the 
student about the responsibilities which come with borrowing, the 
Colorado Student Loan Program has produced a default prevention 
video, bought television and radio commercials, and operates a Repay- 
ment Hotline. 



Identification of High Risk Borrowers, 
Dr. Richard H. Wedemeyer 



N ineteen variables were used from the Guaranteed Student Loan Appli- 
cation and the student's transcript to identify the variables which are 
most predictive in classifying the student into a high or low risk group. 
The discriminant fxmction was used in a stepwise manner. Estimated 
financial aid and the adjusted gross income were the two most predic- 
tive variables. Once high risk borrowers are identified, counselors can 
discourage these students from borrowing and to encourage them to 
obtain jobs in order to reduce the default rate below twenty percent. 
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The Operation of the Guaranteed Student 
Loan Program In Minnesota, 1977-1985 

Saul Schwartz 

Tufts University Medford, MA 

Sandy Baum 

Skidmore College Saratoga Springs, NY 



T his report describes the Guaranteed Student Loan (GSL) Program as it 
operated in Minnesota from 1977 to 1985. We focus specifically on two 
aspects of the GSL program: default rates and total debt accumulated 
by individual students. Both of these areas have been the subject of 
considerable concern in recent years as loan volume has grown rapidly 
and as the costs of loan default have become an increasing share of 
federal appropriations for the GSL program. 

What appears here is an abridged version of the report. Among other 
things, detailed tables have been omitted. A complete version of the 
report is available from the authors or from Gerry Setter at the Minne- 
sota Higher Education Coordinating Board. 

Between 1977 and 1985, the GSL program provided almost $1.5 bilUon 
in loans to students at Minnesota institutions (or to Minnesota resi- 
dents attending out-of-state schools). This represents slightly more 
than 3 percent of the $46 billion lent nationwide over the same period. 
Mirroring the national pattern, the GSL program grew rapidly in Min- 
nesota between 1977 and 1985. Borrowing in 1981 was ten times the 
1977 level. After GSL eligibility requirements were tightened in 1981, 
borrowing dipped slightly. But by 1983, loan volume in Minnesota 
exceeded the 1981 level and it has grown steadily since. 

Postsecondary education in Minnesota takes a variety of forms. About 
80 percent of Minnesota's students attend public institutions. The five 
campuses of the University of Minnesota system enrolled 26 percent of 
all full-time postsecondary students in Minnesota in the fall of 1985. 
The state university system, consisting of seven four-year institutions, 
enrolled about 20 percent of postsecondary students. Vocational train- 
ing, which reached about 23 percent of postsecondary students in 1965, 
is provided by an extensive set of public technical institutes. Commu- 
nity colleges, spread across the state, enrolled approximately 10 per- 
cent of postsecondary students. 

8D 
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Despite the central role of public education in Minnesota, there is an 
active private sector consisting of a number of prestigious four-year 
schools as well as an array of private two-year schools, proprietary/ 
schools (including schools of cosmetology and business technology) and 
hospital-based schools of nursing and medical technology. 

Because of the wide assortment of institutions in Minnesota, we pro- 
vide a description of the GSL program by type of school. For students 
who borrowed to finance only their xmdergraduate educations, results 
are presented for each of six different institutional types: technical 
institutes; community colleges; state universities; University of Minne- 
sota system; private four-year colleges and universities; and private 
two-year, proprietary and hospital-based schools. 

All gi-aduate/professional students, regardless of the school they at- 
tended, are treated as a distinct group since their circumstances are 
markedly different, on average, from those of undergraduate students. 

To study the GSL program in Minnesota, we used the "dump tape** 
data which are provided by all guarantee agencies to the U. S. Depart- 
ment of Education on a semi-annual basis. We categorized all of the 
records by institutional t3rpe and by the year in which the last loan was 
approved. 



Levels of Borrowing 



■ n principle, we would like to capture two distinct concepts relating to 
loan levels. First, we would like to know how much was borrowed by 
each individual over the course of his or her postsecondary career (the 
cumulative amount disbursed). Second, for borrowers who are no 
longer in school, we would like to know the amount that they currently 
owe; this amotmt would be smaller than the amount disbursed by the 
amount repaid, but larger by the amoimt of accrued interest. How- 
ever, only the cumulative amount disbursed is available on the dump 
tape. 

Over the 1977-85 period, the technical institute sector had the largest 
number of borrowers; about 22 percent of all loans were made to stu- 
dents at technical institutes. But the fastest growing sector was the 
University of Minnesota system, where the ntimber of borrowers was 
ten times larger in 1985 than in 1977. With the exception of graduate 
and professional students, all institutional types showed steadily 
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growing participation in the GSL program over the period studied. 

Average cmnulative debt levels in Minnesota have been rising over 
time. The rate of increase is different, however, for two-year and four- 
year schools. For two-year schools, average debt increased more slowly 
than tuition levels. For two of the three types of four-year schools, by 
contrast, borrowing increased faster than tuition. The exception is 
state imiversities where average debt levels rose almost as fast as 
tuition. In 1985, average debt levels ranged from $2617 for students at 
technical institutes to $4667 for students in private four-year colleges 
and imiversities and $6214 for graduate and professional students. In 
1977 and 1978, the gap between cumulative debt levels at the two and 
four-year schools was relatively small, but since debt levels grew at a 
slower rate in the two-year schools than in the four-year schools, the 
gap has increased considerably over time. 

It has been commonly assumed that the average debt accTimulated by 
defaulters is less than the average debt accumulated by those in good 
standing. The basis for that assumption is that defaulters tend to 
spend less time in school. This pattern does emerge from our data, 
with average debt levels for defaulters typically about 75 - 90 percent 
of the debt levels for all borrowers. 

The problem of heavy cumulative debt levels is largely a problem 
facing students at four-year schools. In 1983, for example, roughly 5 
percent of all those who borrowed to attend two-year institutions had 
cumulative GSL debt levels above $5000. By contrast, between 25 
percent and 40 percent of students at four-year schools had cimaxilative 
debts greater than $5000. 10 - 20 percent of undergraduate borrowers 
had debt levels greater than 7500 in that year less than 10 percent 
had borrowed over $10,000, but the proportion in that category is in- 
creasing over time. The proportion of graduate students borrowing 
more than $10,000 is between 15 percent and 20 percent in recent years. 



Default Rates 



T he major policy question which drive our concern about the GSL pro- 
gram are whether cumulative debt levels are so high that they imperil 
the economic welfare of borrowers in repayment and whether default 
rates are so high that restrictions should be placed on the GSL eligibil- 
ity of some institutions or some students. Most discussions of these 
two questions refer to cumulative debt levels and default rates at a 
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single point in time. The GSL program, however, operates over a long 
time span. For example, individuals who borrow in their first year of 
college and start repaying the GSL five years later (six months aft;er 
graduating fi:'om a four-year program) might not finish repaying the 
loan until 16 years after the money was disbursed. 

Of the roughly 10,000 individuals in Minnesota who last borrowed 
firom the GSL program in 1977, more than 50 percent had paid their 
loans in full by 1986. Virtually none of the borrowers whose last loans 
were approved in 1977 were still in deferment in October of 1986. 
When we look at 1977 loans from the perspective of 1986, nine years 
later, we see that almost 25 percent of GSLs are still in repayment and 
are still "at risk** of default. Although most of those who default do so 
three, four or five years after their last loan was approved, 25 percent 
of the 1977 loans classified as in default in 1986 were not classified 
that way xmtil 1983 or later. 

The fact that many GSL loans are "alive"* for such a long time creates a 
ntimber of problems in interpreting the available data. The most 
important problems occur in the context of measuring default rates. In 
principle, there is a "true" default rate for any cohort of borrowers. In 
any given year, a certain volume of GSL loans are disbursed. At some 
point in the future, fifteen to twenty years aft;er disbursement, all of 
those loans will be either paid in fiill, in default or deferred because of 
death or disability. The true default rate will be the ratio of dollars 
defaulted (claims paid) to dollars originally lent. The majority of GSL 
loans have been disbursed in the recent past, so the true default rate 
for most of the dollars provided by the program will not be known xmtil 
the mid-1990's at the earliest. 

In addition to preventing us fi:-om measuring outstanding debt, the 
unavailability of data on outstanding debt levels limits our ability to 
accurately measure default rates. We calculate default rates according 
to the following procedures. In the numerator, we sum up the cumula- 
tive amounts disbursed to those who have defaulted on their most 
recent loan. The denominator is the sum of cumtilative amounts dis- 
bursed to those whose most recent loan is in repayment, paid in full, in 
default, or deferred because of death or disability. Default rates are 
calculated separately for each institutional type and each year of first 
approval. This method tends to over-estimate default rates, since some 
of the amoimt disbursed to defaulters was repaid before they defaulted. 
Post-default collections are also omitted. In addition, it is possible that 
an individual who defaulted on his or her most recent loan is in fact in 
good standing on other loans. We are unable to make this distinction 



ERIC 



22 



The Operation of The Guaranteed Student Loan Program. . . 89 



with our data and must count total borrowing in the defaulted amount. 

There is a consistent pattern in default rates across types of schools. 
Students at two-year schools — technical institutes, community col- 
leges, private two-year colleges and proprietary schools — have default 
rates which are considerably higher than the default rates for students 
at the four-year schools. In 1981 and 1982, for example, the default 
rates at the two-year schools are at least double those at the four-year 
schools; the default rates at the two-year schools are all over 20 per- 
cent while the default rates at the four-year schools are 10 percent or 
under. 

This result should not be over-emphasized because of the different 
timing of repayment (and default) at two-year versus four-year schools. 
At a single point in time, loans to students at two-year schools have 
been in repayment longer than loans to students at four-year schools 
so that the nimiber of two-year defaulters would be likely to appear 
higher even if the underlying true default rates were the same. The 
disparity between the default rates is so large, however, that timing is 
unlikely to account for the entire difference. 

Default rates appear to be falling, even when an attempt is made to 
control for the amoimt of time which has elapsed since the loans were 
made. For each year between 1977 and 1980, we calculated a set of 
^'constant repayment** default rates that excluded borrowers who came 
into repayment more than four years after their date of last approval. 
That is, relatively late maturing loans are excluded from the denomi- 
nator of the default rates. The system-wide **constant repayment 
default rates are: 



We also examined default rates for each cohort five years after the date 
the last loan was issued. That is, we calculated the default rate for 
1977 loans as of 1982 and compared it to the default rate for 1978 
loans as of 1983. These calculations showed declining defaidt rates for 
community colleges (from 29 percent in 1977 to 23 percent in 1980), 
the University of Minnesota (fi-om 14 percent to 11 percent), and for 
technical institutes (from 25 percent to 22 percent). Proprietary 
schools showed a slight increase, from 21 percent to 23 percent. 



1977 
1978 
1979 
1980 



28.7% 
27.2% 
22.7% 
19.2% 
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Conclusions 



I n this status report on the GSL program in Minnesota, we have fo- 
cused on two measures — average cumvdative debt levels and default 
rates. These variables v^ere calculated for each type of institution and 
for each year, 1977-1985. 

In reporting on the operation of the GSL program, it is critical that the 
long-term nature of the program be kept in mind. At any point in time, 
many borrowers are still in deferment, which means that cumulative 
debt levels, for any given year of last disbursement, are not yet final. 
Furthermore, in calculating defaidt rates, we must keep in mind that 
those who are sill in deferment have not yet been at risk of default and 
those who are in repayment are still at risk of default. True default 
rates cannot be known until 15-20 years after the date of disburse- 
ment. Finally, it can take more than two years before a loan is de- 
clared in defaxalt even if no payment is ever made on that loan. This 
means that default rates for the most recent two or three years 
will always be greatly underestimated. 

The report on average cumulative debt levels over time is interesting 
because very little is known about average cxamtdative debt levels. The 
primary finding of interest, aside firom a first look at the levels them- 
selves, is that average cumulative debt levels are rising faster than 
tuition levels in the four-year schools but slower than tuition levels in 
the two-year schools. 

With regard to the default rates, we find that there is a substantial 
difference between students at two and four-year schools, with default 
rates for those attending two-year schools roughly double those for 
students at the four-year schools. 

While the dump tape data provide us with an invaluable source of 
information, especially concerning average cumulative debt levels, they 
are flawed by the omission of key information concerning the dates of 
loan maturation and the amount which has been paid on GSL loans. 
Any future study wotdd be considerably improved if access to that 
information could be provided. 
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he basic facts are relatively simple: the voltxme of defaults and the 
default rates in the New Jersey Guaranteed Student Loan program 
increased until about 1984-1985, and then began to decline. The rea- 
sons for the initial increase and the recent decline, however, are com- 
plex and require an understanding of the changes in the New Jersey 
GSL program, the relationship of defaults to prior-year loan volimie, 
and certain technical details about default rates. 



Changes in the New Jersey GSL Program 



he Guaranteed Student Loan program was established in the 1960's to 
provide students with a source of loan funds to help finance their 
education. Because students normally have no credit histories or 
collateral, the state agencies guaranteed these loans against default in 
order to attract lenders to the program. The federal government rein- 
sured the loans guaranteed by the state agencies and subsidized the 
entire interest accrued while the student was in school and a portion of 
the interest after the student had left school. 



Although the GSL program grew throughout the 1970's, there was an 
enormous increase in loan volume between 1979-81. This was caused 
by a change in legislation (the Middle Income Student Assistance Act 
of 1978) which removed all income restrictions on GSL eligibility, 
followed by a period when commercial interest rates climbed to record 
highs. GSL loans became available to everyone and with their 7 per- 
cent interest rate represented a tremendous bargain to students and 
their families — and a rapidly growing cost to the federal budget. In 
order to contain these rising costs, income-based eligibility criteria 
were reiiaposed and interest rates were raised to 9 percent effective 
October 1, 1981. Announcement of the impending restrictions created 
one last surge in loan applications during the summer and fall of 1981 
which made loan volume for academic year 1981-82 the largest in the 
history of the New Jersey program ($360 million). 
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There were no major changes in the GSL program regulations during 
the next six years. College undergraduates and vocational school 
students could borrow $2,500 per year for up to five years; graduate 
and professional students could borrow $5,000 per year up. All stu- 
dents with family incomes tmder $30,000 were eligible; for incomes 
over $30,000, there was a ^^need*" test which was not as strict as the one 
applied to other federal aid programs (assets and student savings were 
not considered). 

Total New Jersey loan volume remained relatively stable (at about 
$270 million per academic year) for three years after the income re- 
striction went into effect. Beneath this stability a major shift was 
taking place, however. The annual amount borrowed by in-state and 
out-of-state college students was shrinking (despite rising costs), while 
the amount borrowed by New Jersey non-collegiate proprietary voca- 
tional schools was growing rapidly, from about $25 million in 1980-81 
to a peak of $58 million in 1984-85 (Figure 1). This reflected both the 
success of proprietary schools in recruiting students as well as the slow 
erosion of middle class college student GSL eligibility through income 
inflation. (When the $30,000 income restriction was introduced in 
1981, New Jersey median family income was about $27,000; in 1986 it 
was about $36,000). 



Figure 1 : NJ Student Loan Program Volume Net Dollars 
Guaranteed For Academic Years 1980-80 to 1986-87 




80-1 81-2 82-3 83-4 84-5 85-6 86-7 
Acaddmic Years of Loans 



Starting about 1985, the New Jersey GSL program began to feel the 
impact of a new development. Taking advantage of changes in inter- 
state banking rules, several ^'nationaF guarantee agencies with multi- 
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state operations began to compete actively with the state agencies. 
Between 1985 and 1987 the majority of state guarantee agencies, 
including the New Jersey Higher Education Assistance Authority 
(NJHEAA), experienced large declines in GSL loan volume, while the 
national guarantors increased their volume from about 5 percent to 
over 30 percent of the national total. New Jersey loan volume dropped 
$40 million in 1985-86, and another $40 million in 1986-87. NJHEAA 
proprietary school loan volume dropped in half during those two years, 
falling from $58 million in 1984-85 to $29 million in 1986-87. 

In addition, Reauthorization (the Higher Education Act Amendments 
of 1986) introduced a series of basic changes in the GSL program be- 
ginning at the end of 1986. First, annual borrowing limits were in- 
creased: to $2,650 for first and second year students, to $4,000 for 
jimiors and seniors, and to $7,500 for graduate students. Second, the 
rules for defining "independent" or self-supporting students were 
changed so that anyone 24 or older and most graduate students would 
qualify (eligibility was then based on their oAvn income, not their par- 
entsO. Third, all students, even those with family incomes under 
$30,000, were required to meet a needs test to remain eligible for GSL. 
Fourth, new and stricter needs tests were applied: through Jxme 1988 
the new criteria ("Uniform Methodology") added a contribution from 
assets and student contribution from summer savings; after June 1988 
the new "Congressional Methodology" will be used for all federal aid 
programs and will require additional contributions from students who 
earn more than $1,500 annually while in school. 

The impact of the first phase of Reauthorization (1987-88) has been 
mixed. Graduate students have generally benefited from expanded 
eligibility and higher loan limits. The effect on undergraduates has 
been more vmeven: although average loan amounts have increased for 
those who continue to be eligible, about 20 percent of the undergradu- 
ate borrowers have lost their GSL eligibility entirely. The major im- 
pact has been on self-supporting students and middle-income depend- 
ent students at the lower cost public institutions. Although Reauthori- 
zation has contributed to the reduction of New Jersey loan volume by 
$30 million in 1987-88, we do not know how much of this is due to 
further gains by national guarantors. A fiirther decline in loan volume 
of at least 10 percent is expected in 1988-89 as a result of the new 
needs test criteria. 
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Default Volume and Loan Volume 



I n general, the annual voliime (numbers or dollars) of defaults will 
follow the same pattern as the loan volume about three years earlier. 
The sharp increase in New Jersey loan volxmie from 1979 to 1981 was 
reflected in a rapid increase in defaults from 1982 to 1984; the decline 
in loan volimie since 1984 has resulted in a decline in defaults since 
1986. Annual declines in New Jersey defaults are certain to continue 
for the next few years, reflecting the recent annual decreases in loan 
voliime (Figure 2). 

The three-year average lag between loans and defaults is due to a 
combination of the typical borrowing pattern of students and the regu- 
lations of the GSL program. On the average, students borrow two GSL 
loans, usually in consecutive years, which means that they are in 
school with loans for about 24 months. After they leave school, they 
are given a six month "grace*" period before the loan matures and be- 
comes due for repayment. If they never start paying afl^er the end of 
the grace period, th^ lender is required to attempt to contact them for 
six months before a default claim may be submitted, and then it may 
take another few months to process and file with the guarantor. 
Therefore, on the average, about three years have passed between 
when the first loan was approved and the time that the default claim 
was paid. 

Borrowers at commtmity colleges and many proprietary schools typi- 
cally remain in school for less than one year, so the average time be- 
tween loan approval and default is only about two years. The graph of 
the broad sector distribution of defaults since 1980 shows that the 
proportion of defaults from the proprietary sector increased rapidly 
about two years behind the rapid increase in proprietary school loans. 
In 1986 and 1987 about 50 percent of the student defaults were from 
the proprietary sector, reflecting their peak year of loan volimie 
through the NJHEAA in 1984-85 (Figure 3). 
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Defaults Rates 



Although default volume generally follows the same pattern as loan 
volume about three years earlier, default rates are only based on those 
loans which have become due for repayment. Only after a student has 
left school and come to the end of the ''grace" period when the loan 



S3 



The Reduction of Student Loan Defaults in New Jersey 



95 



Figure 2: New Jersey Annual Loan Volume 
(Millions $) 
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Figure 3: Default Volume Lags Three Years Behind Loan Volume 
New Jersey Annual Default Volume 
(Millions $) 
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Figure 4: New Jersey Guaranteed Student Loan 
Program Number of Loans by Sector 1980 to 1987 
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Figure 5: New Jersey Guaranteed Student Loan Program 
Number of Defaults By Sector 1980 to 1987 
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becomes due for the first payment is the student "at risk'' of default. 
About half of the defaults occur because the borrowers never start to 
make payments; the other half start their payments, but fall behind 
and become seriously delinquent. A time line showing the critical 
events affecting the status of a loan from the time the student leaves 
school until a default claim can be filed is in the appendix. 

The fact that the number or dollar volume of defaults goes up does not 
mean that default rates, the proportion defaulting, have also gone up. 
In fact, New Jersey default rates did increase between 1980 and 1984. 
These increases were caused in part by changes in federal and state 
GSL program regulations. In October 1981, the "grace'' period was cut 
from nine months to six months for students taking out their first 
loans. This meant that students had even less time to find a job and 
establish a steady income before the loan payments started. In the 
three years after 1981 the proportion of loans becoming due for repay- 
ment after a nine-month grace period dropped rapidly. Each year a 
larger proportion of the loans had to start repayment within six 
months, and it is not surprising that this caused default rates to in- 
crease, especially among students who had dropped out of school. 

Most "default" rates are actually "claim" rates, because they are based 
on the number of default claims for reimbursiement filed by lenders in 
a given year, rather than the number of loans that were declared le- 
gally in default that year. In 1984 the NJHEAA adopted stricter claim 
submission regulations which required lenders to file their default 
claims v.Hthin three months after the default was declared as a legal 
condition. Before this lenders were averaging more than one year in 
processing default claims. These regulations caused a large increase in 
the number of claims received during the next two years as lenders 
processed defaults more quickly, and contributed to increases in the 
annual default rates in 1984 and 1985. 

In 1986, on the other hand, federal regulations lengthened the amount 
of time that lenders were required to pursue deUnquent loans from 120 
to 180 days, so that the date of the legal condition of default was de- 
fined as coming two months later. This has contributed to the recent 
decline in default claims and default rates. In addition, in 1987 there 
was a great deal of uncertainty about the implementation of new regu- 
lations concerning "due diligence" procedures for lenders pursuing 
delinquent loans. To be on the safe side, guarantors interpreted the 
new rules strictly and rejected large numbers of default claims re- 
ceived from lenders. This also contributed to a temporary decline in 
the default rate, because many more defaults occurred than were 
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accepted as claims. In 1988 the federal "due diligence** regulations 
were clarified and liberalized, so there may be a surge in defaults in 
the next few months as the backlog of rejected claims is reviewed and 
processed by the guarantors. 

There are many different types of default rates and many different 
ways to calculate them. Some measure the percentage of students in 
default, others measure the dollar amount in default. The time period 
used can vary: annual rates measure the percentage defaulted in a 
twelve month period, cumulative rates measure the percentage that 
has ever defaulted. The longer the period of time covered, the higher 
the rates — normally cumtJative default rates are three times as high 
as annual rates. The NJHEAA annual dollar default rate, which is 
used by the federal government to monitor guarantee agency perform- 
ance, averaged between 4.3 percent-4,9 percent imtil federal fiscal year 
1987 when it fell to 3.4 percent, partially for the reasons mentioned 
about (Figure 4). The ciunulative dollar default rate — the percentage 
of all loan dollars that have ever defaulted since the beginning of the 
program — has remained fairly stable at about 13 percent. Cumula- 
tive rates reflect the entire history of the GSL program and are not 
very sensitive to recent changes. 

In 1985 the NJHEAA started using annual student cohort default 
rates which measure the default behavior of a group of students whose 
loans become due for repayment during the same twelve month period 
(Appendix D). The New Jersey cohort rates were based on the legal 
date of the default condition, rather than the date the claim was filed 
by the lender, in order to eliminate the effect of changes in claim pro- 
cessing time. These student cohort default rates are a good way to 
measure ictual changes in default behavior and to test whether 
changes in institutional procedures have had positive effects. They 
showed that default rates were rising afier 1981 as more loans with 
shorter grace periods became due, and that there were much greater 
increases in default rates in the proprietary school sectors than in the 
collegiate sectors. The cohort of borrowers entering repajonent in 
1984-85 and 1985-86 started to show the first declines in default rates 
(Figure 4). 

In November 1987 the U. S. Secretary of Education announced that 
the Department of Education was calctdating two-year student cohort 
default rates to evaluate the GSL program of educational institutions. 
At that time the Secretary released institutional rates based on federal 
data for the cohort of students who entered the repajmient period 
between October 1, 1984-September 30, 1985 and for whom a default 
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Figure 6: New Jersey Guaranteed Student Loan Program 
Students Defaulting in the First Two Years After 
Entering Repayment By Federal FY 
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claim had been filed by September ; 0, 1986 (i.e., within the next two 
years). Plans were annoimced to apply sanctions to any institution 
whose second-year cohort defavilt rate was over 20 percent in federal 
fiscal year 1990. (That is, the default rate in September 1990 of those 
students whose loans became due for repayment between October 1, 
1988 and September 30, 1989. This will include most students gradu- 
ating or leaving school in the spring of 1988). 

A few weeks after the Secretary's announcement, the Office of Student 
Loans provided all New Jersey schools with the federal rates for each 
annual cohort of students entering repayment since 1982-83. Because 
the federal student cohort rates are based on claim dates (rather than 
the legal date of default), they are not as reliable for measuring trends 
in behavior during the last few years when changes in "timely filing" 
and "due diligence" regulations first shortened and then lengthened 
claim processing time. Nevertheless, the basic trends and the second- 
year default rate levels of the New Jersey and the federal method were 
similar (Figure 5). The delays caused by recent regulatory changes 
should have been worked out by October 1988, and the federal cohort 
default rate should provide a relatively reliable measure of the default 
behavior of students who recently left a school. 
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The Role of Schools 



T he fact that the default rates of students formerly enrolled in a school 
can be reliably measured does not address the issue of the extent to 
which schools are responsible for the defaults of their students. 
Schools cannot prevent an eligible student from borrowing, even if the 
student appears to present a high risk of default, and such students 
may have no other sources of financial aid available. Nor are schools a 
legal party in the loan agreement as in the Perkins (formerly NDSL) 
loan program. 

The NJHEAA addressed the issue of school responsibility for defaults 
in a Compliance Plan, adopted in 1986 following a preliminary GSL 
program review of New Jersey schools with very high default rates. 
The Compliance Plan established audit criteria in four areas, in addi- 
tion to high default rates, where noncompliance indicated serious 
deficiencies in the proper administration of the GSL program. The 
areas of audit concerned included inadequate refund policies and pro- 
cedures, failure to provide timely notification to lenders of student 
enrollment status changes, inadequate maintenance of documentation, 
and high student withdrawal rates. Thirty schools have been reviewed 
or are scheduled for program audits according to these criteria. As a 
result of these reviews, several schools have been suspended or limited 
from participation in the New Jersey GSL program, while others have 
submitted plans for improving their operations in response to the audit 
findings. 

Many of the twenty-seven New Jersey proprietary schools selected for 
audit by the NJHEAA because of their high default rates, including 
those limited or suspended from the program, are now using national 
guarantors for their student loans. The U. S. Department of Education 
does not require other guarantee agencies to recognize NJHEAA sanc- 
tions. The rapid reduction of NJHEAA loan volume since 1985 from 
the schools with the highest default rates has been reflected in the 
overall decline in New Jersey program defaults. We do not know 
whether the default situation at these schools has improved, or 
whether the problem has merely been transferred to other guarantors, 
since the U. S. Department of Education does not provide agencies 
with statewide data. 



The colleges and proprietary schools which continue to use the 
NJHEAA as the primary guarantor for their student loans have been 
participating in formal default prevention activities at least since 1984, 
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when the NJHEAA provided schools with ftmds for programs to reduce 
defaults. The decline in the default rates of the student cohorts whose 
loans became due for repayment in 1984-85 and 1985-86 indicates that 
these efforts have had some success. The initiatives and recommenda- 
tions in this report are intended to maintain the momentum of the 
recent decline in New Jersey program defaults. 



Characteristics of Defaulters 



Although the situation will vary according to the type of institution, the 
general characteristics of defaulters at New Jersey schools follow a 
common pattern that has been confirmed in many other studies. 



• Defaulters come from low-income families 



Three-quarters of the defaulters had family incomes under 
$15,000 when they took out their loans. 

Over half of the defaulters are self-supporting students 



Most self-supporting oi ^'independent" students have very low 
incomes, and include most of the older, non-traditional stu- 
dents who often have poor educations backgrounds. 

• Three-quarters of the defaulters spend one year or less in 
school and often do not complete their programs 

Over half of the defaulters attended proprietary vocational 
schools offering programs of less than one year; a large pro- 
portion of these did not complete the programs. Among col- 
lege undergraduates, nearly half of the defaulters attended 
for one year or less. 



• Defaulters do not borrow large amoimts 



Over three-quarters borrowed less than $3,000. Because most 
defaulters spend one year or less in school, they usually have 
taken out only one loan. 

All of these characteristics are closely related. Low-income students 
are more likely to have poor educational backgrounds, more likely to 
attend open access community colleges or proprietary vocational 
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schools which offer shorter programs, and more Hkely to leave school 
without completing the program but carrying with them a student 
loan debt for which repayment must begin within six months. One of 
the basic problems is summarized in Figure 6, which shows that there 
is a striking similarity of the income distribution of college defaulters 
and the income distribution of all proprietary school borrowers. 

The same patterns emerge in terms of default rates. The rates shown 
are five-year cxmiulative rates which summarize the data for this 
particular population of students and allow for comparisons among 
student characteristics. Five-year default rates have no particular 
significance, but the level of these rates is usually similar to the fed- 
eral two-year cohort default rates. 

The default rates show the same patterns discussed above. About one- 
third of the borrowers with family incomes imder $15,000 default, 
compared to only 5 percent of those with incomes over $30,000. About 
one-third of those who are in school for one year or less default, com- 
pared to 8 percent of those who complete four years of college. The 
concern about lai-ge debt burdens leading to increased defaults is not 
supported by the evidence: only 6 percent of those borrowing over 
$6,000 default, compared to one-quarter of those borrowing less than 
$3,000 (Figure 7). Larger debt levels indicate more years of successful 
completion of higher education; more years of education generally 
means a lower probability of default. 

Appendix B, Sector Comparisons, provides some direct sector compar- 
isons of default rates and borrower characteristics. It is quite clear 
that schools with higher proportions of low-income borrowers also have 
higher default rates. 




The Role of the Lenders 



Although the focus of this report is what schools can do to prevent de- 
faults, it is in fact the lender who has the critical role and respon- 
sibility after the student leaves school. The lender must contact the 
student and establish a loan pajnment schedule during the ^'grace'' 
period, meet strict federal "due diligence"" requirements for contacting 
borrowers when pa5anents are delinquent, grant borrowers opportuni- 
ties for deferments and forbearance, and make the determination that 
the loan is in default. The NJHEAA pre-claim staff provides assis- 
tance to lenders during the delinquency period by also contacting and 
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Figure 7: Default Rates By Class Level and Amount of Debt 
New Jersey Undergraduate GSL Borrowers 1983-87 
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providing information to borrowers with letters and telephone calls. 
The steps in the process and lender requirements are detailed in Ap- 
pendix E. 

There is a general concern in the financial aid community that many 
lenders have become too removed from students in the loan process. 
Most students never have any personal contact with their lender. 
When the loan is taken out, the entire application process is usually by 
mail to the central office rather than a personal application at a 
branch. When repayment time comes, the original lender often no 
longer holds or services the loan, and students must deal with distant 
lean servicers or the Student Loan Marketing Association (SLMA) who 
have taken ove>- the lender's role and responsibility for collecting pay- 
ments. 

We do not know whether the increasingly distant and indirect role of 
the lenders has contributed to defaults, but is has certainly created 
new communication problems. Because of the many bank mergers, the 
use of loan servicers, and the sale of loans to SLMA, the calculation of 
meaningful lender default rates presents a difficult problem. Studies 
by the Office of Student Loans have only been able to show that very 
small lenders have veiy low default rates, while the default rates of 
the larger lenders vary within a very narrow range and do not exhibit 
that large diflferences found among schools. 



Collection Activity and Repayment After Default 



fter the lender has filed a default claim with the NJHEAA because 
a student borrower has failed to comply with regulations or make the 
required loan payments, the NJHEAA attempts to contact the bor- 
rower and reestablish payments. In many cases the NJHEAA is suc- 
cessful: the defaulted account goes into repayment and after ten years, 
half of the accounts are eventually paid in full. If the NJHEAA is 
unsuccessful in getting the account into repayment or the borrower 
stops paying, the account may be sent to an attorney for outside collec- 
tion. The attorneys will make further attempts to collect the debt, 
which may include litigation. New federal regulations require all 
defaulted accoxmts not in repayment within a certain amount of time 
to be assigned for litigation. Accounts which have been assigned to 
outside collection are no longer directly handled by the NJHEAA and 
all payments are forwarded to the attorneys. 
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Figure 8: Repayment Takes Time - Payment Patterns 
of New Jersey Defaulters 
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Default does not remove the obligation to repay the debt, but it does 
shift the responsibility for collection from the lender to the guarantor. 
The default remains on the borrower's credit history for seven years, 
even if it has been paid in full. Despite this, lenders routinely check 
with the NJHEAA about the default repayment status of applicants for 
home mortgages, and they may extend credit if there is a good record 
of post-default repajrment. On the other hand, tmpaid accoimts that 
are assigned to outside collection often have a collection fee added to 
the amoimt owed (up to 30 percent) and the defaulter may ultimately 
be forced to pay the increased amount by court order. This is a situ- 
ation that we all want to prevent. 

The repayment status of a defaulted account may change several times 
if a borrower stops and then resumes payment, but there are some 
common payment patterns directly related to the age of the account 
(see Appendix C). The majority of those that defaulted recently (in 
1987 or 1988) have still made no payments, since whatever problem 
caused the default in unlikely to have been resolved in less than a 
year. For accounts that defaulted two years ago, about one-third are 
not in regular repayment, one-third are paying intermittently, and one- 
third still have made no payments. Most defaults that occurred three 
or more years ago and made no payments will have been assigned to out- 
side collection, and about half of these will be brought into repayment. 

Because it takes a long time to pay off a loan, it is not the repayment 
status of recent defaults but those that defaulted over ten years ago 
which gives the best picture of the eventual repayment pattern of 
defaults: about 45 percent have paid the debt in fiill, 40 percenthave 
made partial payments, and only 15 percenthave never paid an5i;hing. 
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Who Defaults? 

A Profile of New Jersey Student Loan Defaulters 
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Defaulters Are Poor: 

e.00% 



\7.00% 




Under $15,000 
$15-$30,000 
Over $30,000 



75.00X 



They Are Not College Graduates: 

College 
Graduate 



40.0% 



Did Not Complete 
College Program 




50. OX 

Proprietary 
Vocational 
School Students 



They Pay Back Their Loans: 

15.00% 
Never Paid 




45.00% 

Paid in Full 



40.0% 
Partially Paid 
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Toward an Understanding of Why 
Defaulters Repay: An Exploratory 
study of Defaulters Who Pay in Full 

Marilyn Pedalino, Ph.D. 
Cynthia Chopick 

Massachusetts Higher Education Assistance Corporation 



Background and Purpose 



S everal states have published studies on why students default and their 
characteristics: California, Illinois, New Jersey, New York, Pennsylva- 
nia, Virginia and Vermont. In addition, national studies have at- 
tempted to compare state defatdt rates and to link levels of default 
with the type of school attended^ Merisotis compared default rates in 
several major, industrial states noting that default appeared to be 
represented disproportionately among proprietary and two-year public 
schools.^ Each of the above efforts tended to focus on characteristics of 
defaulted loans rather than on the characteristics of defaulters or of 
repayers. 

The GAO sought to describe the loan selection practices and proce- 
dures of guaranty agencies in an effort to identify ways of reducing 
default. One section of this report provides some characteristics of 
default repayment but offers little insight into the personal character- 
istics of defaulters and why some repay. 

Lee analyzed default rates in relation to several loan and borrower 
characteristics^. He observed that default tends to occur in the early 
stages of repayment. Default rates were higher for those who attended 
a proprietary or two-year public school, who borrowed smaller amounts 
and when the last loan reported was for an earlier academic year. A 
1984 study by the Cahfomia Guaranteed Student Loan Program re- 
ports an inverse relationship between the loan amount and the likeli- 
hood of default*. Lee foxmd that credit imion loans had a higher fre- 
quency of default. A more recent New Jersey study^ xmderscored the 
important role played by the lender in defaialt reduction. 

Wilms et al report significant relationships between default and eth- 
nicity, citizenship status, income, piior education, program of study 
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and program completion^. This study emphasizes that default among 
proprietary schools has less to do with the institutions themselves than 
with the students who attend these schools. Davis makes the same 
point and further asserts that most defaulters are people who cannot 
afford to repay their loans'^. He cites the large proportion of first-year 
loans which become defaults in Pennsylvania, New York and Virginia. 

New York is one of the few states that has addressed the characteris- 
tics of defaulters who repay their loans^. Repayers of defaulted loans 
tend to have longer work records and to earn more money than those 
who do not repay. This study notes the greater frequency with which 
repayers rely on the family to help them meet their loan obligations. 

The Massachusetts Higher Education Assistance Corporation believes 
that understanding why some people repay defaulted loans is as im- 
portant as comprehending why they defaulted in the first place. The 
Corporation has begun to explore the possible reasons why some stu- 
dent loan defaulters repay their debts. 

• Are there cf mmon demographic characteristics among defaul- 
ters who repay their loans? 

• Are there any specific collection techniques which appear to be 
especially effective in getting defaulters to repay? 

• Are there common reasons why defaulters seem to repay? 

The results of this preliminary effort will be used by MHEAC to deter- 
mine the structure of a more comprehensive study of these questions, 
perhaps with other states, and to identify key factors likely to be asso- 
ciated with default repayment. 

In addition to formulating a study design, the results of this explora- 
tory effort may yield findings useful in strengthening default collection 
techniques. Further it is hoped that other researchers will adopt the 
approach taken in this study, thereby broadening our understanding of 
the default problem. 

The remainder of this report outlines the methodology used; describes 
the sample studied; discusses collection and payment; summarizes 
findings about why some defaulters repay; and concludes with recom- 
mendations for a comprv^^hensive study of default repayment. 
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Methodology 



his was an inductive study seeking to follow up on the "hunches" of 
veteran collection practitioners and guaranty agency administrators. 
Consistent with the ethnographic nature of the investigation, certain 
research questions evolved as data collection and analysis proceeded. 
However, the study remained focused on the fundamental research 
question — Why do some defaulters repay their debts? 

Records from a collection agency under contract to MHEAC on 224 
defaulted borrowers who had paid in full were content-analyzed to 
select any factors likely to have an impact on the repayment of a de- 
faulted student loan. In the absence of prior studies, initial considera- 
tion and selection of data elements for the study was guided by the 
intuition and judgement of the researchers, the guaranty agency and 
collection agency staff. These records had been prepared by collectors 
for their own use and not for research purposes, but were deemed 
useful enough for an exploratory study. The staff of this agency con- 
sists of highly experienced, veteran collectors skilled in collecting pay- 
ments on defaulted student loans as well as on all types of consumer 
loans. Collection contractors are used by twenty-five percent of the 
fifty-eight guaranty agencies in the nation^. 

The collection agency records included information about its own 
transactions with defaulted borrowers, the original loan application, 
and MHEAC information about the defaulters and its collection efforts. 
These data yielded many of the factors one would desire in a scientific 
study of why defaulters repay their debts. 

Since loan applications change almost yearly, data were missing on 
items such as adjusted gross income and major course of study. The 
gender of the borrowers was determined by the name of the borrower. 
Information about techniques used by collectors was limited since 
these techniques were not always made explicit for each borrower. 
Interviews with collectors and trainers of collectors augmented the 
data on this topic. Finally, although the study obtained "reasons** or 
^Incentives** for repayment in more than 90 percent of the cases, there 
is usually more than one factor operating in the repayment decision. 
The current study did not permit full identification of all of these fac- 
tors and their interrelationship. 
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Table 1 on the following page lists the items reviewed for inclusion in 
the exploratory study, the original source of data and the percent of 
complete data obtained per element. 



TABLE 1 

INITIAL DATA ELEMENTS CONSIDERED 



Source 





MHEAC 
Application System 


oolieciion 
Aosncv 


% of 
oompieit 
Data 


Social security number 




X 


100.0 


Gender [determined by name of individual] 




100.0 


Original zip code 


X 




100.0 


Most recent zip code 




X 


100.0 


School name/type 


X 




100.0 


Default date 




X 


100.0 


Collection agency referral date 


X 


100.0 




Original loan amount 


X X 




100.0 






X 


100.0 


Default interest 




X 


100.0 


Months before first payment 




X 


100.0 


(after referral to collection 








agency) 








Number of payments 




X 


100.0 


Number of calls made 




X 


100.0 


#3 Letter sent 




X 


100.0 


#4 Letter sent 




X 


100.0 


Legal settlement 




X 


100.0 


Age 


X X 




98.6 


Completion status 


X 




98.6 


Citizenship status 


X 




97.7 


Reason/incentive for payment 




X 


95.4 


Massachusetts residency 


X 




93.5 


Student status 


X X 




88.4 


Major course of study 


X 




58.8 


EmploymeiU status 




X 


48.14 


Adjusted gross income 


X 




44.4 


Degree/certificate 


X 




35.2 


With whom borrower resides 




X 


27.8 


Collection techniques 




X 


20.0 


Property ownership 




X 


14.8 
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Six of the twenty-nine data elements listed in Table 1 were less than 
fifty percent complete. Of these, two elements — collection techniques 
and adjusted gross income — were retained in the study but their rela- 
tive value should be interpreted with caution. 

Two additional samples of 200 records each were selected at random 
from MHEAC's data base to provide some comparative figures for the 
variables listed below. One sample consisted of borrowers who have 
paid their loans in fvll; the other contains borrowers currently repay- 
ing loans without defaulting previously. 



TABLE 2 
RANDOM SAMPLE VARIABLES 

Age 

Sex 

Original zip code 
Adjusted gross income 
School name/type 
Completion status 
Original loan amount 



Description of the Sample 



! he sample contained 216 borrowers who had defaulted on their guaran- 
teed student loans between March 1981 and June 1986, the majority of 
whom (65 percent) had defaulted in 1985.* All of the defaulters had 
been referred to a collection agency (between March 1986 and June 
1987) and had subsequently paid in full between 1986 and 1987. This 
study deliberately chose to analyze those who made payments in full. 
The per-borrower default amount ranged from a low of $35 to a high of 
$13,327 (including accrued interest). The average amoimt of default 
was $2,150. It should be noted that MHEAC tends to refer smaller 
defaulted accounts (usually $7500 or less) to outside collection agencies 
such as the one used in this study. Typically, larger defaulted accounts 
(in excess of $7500) are sent to attorneys for litigation. Among the 
fifty-eight guaranty agencies surveyed by the General Accoimting 
Office, seventy percent of defaulter's claims were $3,000 or less^°. 



* Eight records were omitted because they were PLUS loans. 
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The majority of borrowers in the sample were Massachusetts residents 
at the time they borrowed (89.8 percent). Using the original zip codes 
of the sample of defaiilters who paid in fiill, a geographic breakdown 
was performed. More than half of the sample resided in urban commu- 
nities (e.g., Cambridge, Maiden, Lynn, Springfield, Fitchburg, Quincy, 
etc.). One-third of these came from Boston. Very few individuals lived 
in rural areas or in small towns. Five percent of the sample came from 
out-of-state locations. 

These results notwithstanding, a fairly large percentage (23.1 percent) 
of the sample lived in Boston suburbs characterized by economic 
growth and relatively high income levels (e.g., Action, Andover, 
Bedford, Marlboro, Saugus, Swampscott, Winchester and others). A 
small number (8.8 percent) resided in the most affluent commvmities of 
the state such as Cohasset, Marshfield, Scituate, Sherbom and 
Weston. 

There were more males in the paid-in-full defaulter sample (59 per- 
cent) than females. Similarly there were more males (54 percent) in 
the random sample of 200 non-defaulters who had paid in full. Among 
the second random sample of 200 non-defaulters in repayment there 
were only 44 percent males. 

Seventy percent of the borrowers were between 25 and 34 years of age 
with more than half of the amovint between 25 and 29 years of age (see 
Table 3). 



TABLE 3 

AGE DISTRIBUTION DEFAULTERS WHO PAID IN FULL 



Age 


# 


% 


20-24 


25 


12 


25-29 


92 


43 


30-34 


58 


27 


35-39 


19 


9 


40-44 


10 


5 


45 and over 


9 


4 


Tola! 


213 


100 
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Comparison of this age distribution with the random selection of 200 
non-default borrowers in repa3mient revealed a similar age pattern. 
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Of the 127 borrowers fo^ whom there was information on major course 
of study, 31 percent planned to study Business, and 16 percent chose a 
Trade and Industrial major. The ntmibers were inconsequential for 
the fourteen other majors reported. 

Available data indicate that 44.9 percent were employed at the time 
they were contacted by the collection agency (with 45.4 percent imde- 
termined) and 13.4 percent owned property (85.2 percent imdeter- 
mined). The adjusted gross income reported at the time borrowers 
applied for their loans tended to be under $15,000 as illustrated in 
Figure 1. 



Figure 1 : Adjusted Gross Income of Defaulters N=96 

20 -1 




Dollar Range 



While many defaulters reported low family incomes when they entered 
school, 31 people had initial family incomes greater than $20,000 with 
18 of these over $30,000. 

Comparing defaulters who paid in full with non-defaulters who paid in 
full or who are in repayment status shows that defaulters were twice 
as likely to attend a proprietary school (23.61 percent) than the non- 
defaulters (11.04 percent and 10.63 percent). 
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TABLE 4 

COMPARISON OF DEFAULTERS WHO PAID IN FULL WITH 
NON-DEFAULTERS WHO PAID IN FULL AND NON-DEFAULTERS 
IN REPAYMENT BY SCHOOL TYPE 



Defaulters Non-Defautter Non-Defautters 
PIP PIP Repayment Status 







# 


% 


# 


% 


$ 


% 


1. 


Public 2-year 


24 


12.5 


9 


4.32 


17 


7.23 


2. 


Public 4-year 


47 


21.75 


44 


21.15 


55 


23.40 


3. 


Vocational/Technical 


8 


3.70 


2 


.96 


3 


1.27 


4. 


Proprietary 


51 


23.61 


23 


11.04 


25 


10.63 


5. 


Private 4-year 


66 


30.55 


112 


53.84 


106 


45.10 


6. 


3-year programs 


1 


.36 


6 


2.88 


3 


1.27 


7. 


Private 2-year 


12 


5.55 


5 


2.40 


16 


6.80 


8. 


Graduate/Professional 


4 


1.85 


5 


2.40 


8 


3.40 


9. 


Foreign 


0 


0.00 


2 


.96 


2 


.85 




TOTAL 


216 


99.97 


213 


99.95 


235 


99.95 



Although all three groups of borrowers were more likely to attend 
four-year private institutions, less than one-third of the defaulters 
attended this type of school. It should be noted that Massachusetts' 
private sector is very large, unlike most other states. 

Compared to non-defaulters in repajnuent status, defaulters had a 
higher rate of school withdrawal, 31 percent, as compared to 20 per- 
cent. (Information for non-defaulters who paid in full was unavail- 
able.) 



Collection 



E very defaulted student loan account which reaches a collection agency 
has already undergone considerable collection activity, first by the 
lender and then by MHEAC. The study data derived from the collec- 
tion activities of a third party, an outside collection agency. This study 
did not account for collection activity by lenders and by MHEAC. One 
cannot disregard the possibility that some defaulters may be inclined 
to repay simply because yet another organization is contacting them. 

ER?C l^J 



Toward An Understanding of Why Defaulters Repay. 



119 



Nevertheless, the successful collection of outstanding balances can be 
attributed at least in part to the specific efforts made by the employees 
of the collection agency. 

A standard collection technique is to demand that the defaulter pay 
the entir e debt at once, for example, to clear the defaulter's credit 
rating and to establish eligibility for other higher education assistance. 
Other techniques vary with each account. Among the techniques 
identified by trainers of collectors were: a willingness to listen to the 
defaulters problems, a hard sell approach, and establishment of a 
rapport with the defaulter, a personal approach by using first names 
and a flexible response to the defaulters' financial limitations. 

An important trait in a collector is persistence, as reflected here by the 
number of attempts to contact the defaulter (see Figure 2). On aver- 
age, 10.2 attempted telephone calls were made before accoxmts were 
paid in full (this includes messages left on machines, with friends, and 
no answers). One-third of the borrowers were called more frequently 
than this average, with one recalcitrant defaulter requiring over 40 
attempted contacts before final payment. Collectors were imdaunted 
by wrong phone numbers and would take great pains to obtain correct 
phone numbers and addresses. Frequently they called references and 
family members in order to locate the borrower. One of the more effec- 
tive ways to influence defaulters was to call them at work if a work 
number could be obtained. 
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Payment 



O ne of the more interesting features of the defaulter's payment behavior 
concerned the number of pa3nnents they made. Eighty people reduced 
their balance to zero with one payment. This represents over one-third 
of the study sample. Figure 3 depicts the distribution of nimiber of 
payments. 



Figure 3: Number of Payments Made By Defaulters N=216 

100 -T 




0 1 2 3 4 5 6 7 8 9 10 11 12 13 14 15 16 17 18 19 20 21 + 

# of Payments 



The eleven* "zero" payments represent cases where federal tax refunds 
were intercepted or offset and credited to the borrower's account. 

There was no apparent relationship between the balance due and the 
number of pa5mients. The larger loans were paid in one payment just 
as frequently as the smaller ones. The actual relationship between the 
original loan borrowed and the defaulted amount is illustrated in the 
following three figures. 

In Figure 4, the original amotmt borrowed peaked between $2,001 and 
$2,500, which reflects the legal limit for annual borrowing for the years 
in question. 

* This number differs from the total number IRS offsets reference in Table 6 Ix^cause some 
defaulters made payment in addition to the offset. The defaulted amounts peak between 
$2,501 and $3,000 but more than one-third of the borrowers defaulted on lesser amounts. 
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Figure 4: Original Loan Amounts N=216 




Dollars 
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Thirty-eight people defaulted on balances less than $500 and 36 people 
defaulted on balances between $501 and $1,000. Only forty-two (19.4 
percent) defaulted on loan amounts above $3,000. 

The relationship between the original loan and defaulted amount can 
be seen in Figure 6. One-third of the sample paid nothing before de- 
faulting, but two-thirds made some payments before stopping, which is 
inconsistent with a corammonly held theory that once payments are 
started they generally continue. 



Figure 6: Percent of Payment at Time of Default Ns216 

80 




% Paid 



A comparative analysis of those who made no payments before default- 
ing (72) with those who had made some (144) was performed. More 
males (70,83 percent) paid nothing before defaulting as compared to 
the males who paid something (53.47 percent). A school type analysis 
indicated that those who paid nothing before defaulting were most 
likely to attend a four- year private institution (40.27 percent), whereas 
those who paid something were more likely to attend a proprietary 
institution (28.47 percent). The second most frequently attended type 
of school for the latter group was a four- year private institution (25.69 
percent). The average adjusted family income among those who paid 
nothing before defaulting was higher ($18,158) than for those who paid 
something ($14,215). (These income figures are based on only 96 
respondents.) 

Those who had paid nothing before defaulting as compared to those 
who had made some payments had a higher average original loan 
amount ($3,171 vs. $2,714); took longer to make a first payment 
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once referred to a collection agency (4.86 months vs. 3,18 months); and 
required more phone calls before pajnnent in full (10,53 vs. 9,97). 

Despite this, those who had paid nothing before defaulting eventually 
paid more quickly (3.42 months vs. 4.46 months) than those who had 
made some payments and did so v^dth fewer payments (3,32 payments 
vs. 4.13 pajnnents). Among those who eliminated their defaulted loan 
with one lump sum pa3mient, forty-three percent had made no pay- 
ments prior to defaulting, whereas thirty-one percent had paid part of 
their debt before defaulting. 

The next two figures illustrate the duration of the payment cycle. In 
this sample, many defaulters (90) made an initial payment within 
three months of being contacted by the collection agency (see Figure 7\ 
There were a few stragglers that were pursued up to 18 months before 
their first payment. 



Figure 7: Months Before First Payment N=216 
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The greatest proportion of defaulters closed their accounts with 
the agency within a few months of their initial pajrment (see Figure 
8). Here, too, some individuals took as much as 19 months to pay 
their debt. 
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Figure 8: Months Between First and Last Payment N=216 
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Table 5 below gives the age of the defaulted loans in this sample. 
About three quarters of those who paid in full did so within two 
and one-half years from the time they defaulted. The GAO foimd 
that most defaulters took more than three years to pay off their 
loans. 



TABLE 5 
TOTAL TIME IN DEFAULr 

(for those who Paid in Full) 




Number of Months 


# 


% 


1-18 


36 


13.66 


19-24 


71 


32.87 


25-30 


53 


24.53 


31-36 


24 


11.11 


37+ 


21 


9.72 


TOTAL 


205* 


94.89* 


* Defined as the period between the unmet date and the paid in full date. 


" The eleven defaulters (5.09 percent) who had their IRS refund inter- 
cepted to pay their default were excluded from this calculation 
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The methods and reasons for pa3nnent varied with each case but sev- 
eral common patterns emerged. In almost a quarter of the cases, the 
primary motivation for repayment seemed to be effective telephone 
communication between the collector and the borrower. The collectors 
sent letters but followed through with as many phone calls as ne^^s- 
sary to speak directly to the defaxilter. A 1987 survey of guaranty 
agency collection techniques conducted by the General Accounting 
Office reported that twenty-five percent of agencies cite personal con- 
tact with a borrower as a successful collection technique^^ 

The next most common event was that parents or other relatives paid 
the defaulter's debt (20.4 percent). A New York State study observed 
that repayers in general were three times as likely as defaulters to get 
help from their family^^. Specifically, repayers who had not defavilted 
received family aid 25 percent of the time, defaulters only 7 percent 
and defaulters who repaid, 17 percent. Perhaps parents felt more 
obligated to repay the borrowed money, having a greater understand- 
ing of the effects of a defaulted loan, or they may have had financial 
resources unavailable to a younger person. Some parents indicated 
they would have paid sooner if their son or daughter had informed 
them of their default problem. 

Among the seventy-two individuals who had paid nothing before de- 
faulting, there was a greater reliance on parents (19.44 percent) to pay 
the defaulted loan than among the 144 persons who had paid 
something (13.88 percent). 

The third most common reason for payment in this sample was the 
restriction of the borrower's ability to obtain other credit or loans. In 
18.5 percent of the cases the borrowers applied for a mortgage, loan or 
other credit and were denied because of the loan. In 7.4 percent of the 
cases the borrower's property was attached, preventing access to new 
loans until the student loan debt was repaid. Reporting to credit bu- 
reaus, according to the GAO, is considered successful among twenty- 
nine percent of the guaranty agencies surveyed^^. 

The fourth most frequent method of satisfying the debt was out of the 
borrower's control completely. The Deficit Reduction Act of 1984 al- 
lows the IRS to withhold refunds of federal income tax, or to reduce 
them accordingly, so that a defaulted student loan can be discharged. 
In this sample, 12 percent of defaulters looked forward to a refund 
check only to discover that their defaulted loan had been paid instead. 
The IRS offset was a slightly more prevalent means of eliminating the 
default obligation among defaulters who had paid something before 
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defaulting (13.19 percent) than among those who made no payments 
(9.72 percent). 

The reasons or incentives for payment are included below: 



TABLE 6 

Reasons for Payment Number Percent 

Effective telephone communication with borrower 53 24.5% 

Parents or other relative paid 37 20.4% 

Applying for nwrtgage, other loan application 40 18.5% 
or clear credit bureau 

IRS Offset 26 12.0% 

Attached or threatened to attach borrower's 19 8.8% 
or parent's property 

Called borrower at work 4 19.9% 

Borrower received "extra" money 6 2.8% 

Other 14 6.5% 

Unknown 10 4.6% 

216 



Summary 



mong the 216 defaulters who had paid in full in this study, the average 
amount of default was $2,150 with most defaulting on amounts be- 
tween $2,500 and $3,000. Despite this, a large minority of borrowers 
had defaulted on debts of less than $1,000. 

More than half of the sample lived in urban areas when they first 
borrowed, but some individuals lived in relatively affluent communi- 
ties. While partial data indicate that some of the defaulters are low 
income, many appear to be middle income. 

There were more males among those who paid in full (both defaulters and 
non-defaulters) than for those still in repayment. The defaulters 
were similar to non-defaulters in age, with both groups usually between 
25 and 29 years of age and a large number in the 30 to 34 year age range. 
The defaulters as compared to the non-defaulter group were twice as 
likely to attend a proprietary institution and were half as likely to 
enroll at a four-year private institution. Moreover, defaulters tended 
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to have higher school withdrawal rates than non-defaulters in repay- 
ment. 

None of these demographic characteristics appear to be associated with 
repayment of default. On the other hand characteristics such as low 
income, inner-city residency, school withdrawal and proprietary school 
attendance are consistent with what is currently known about the 
characteristics of defaulters. 

Persistence and telephone contact between collector and defaulter 
appeared to be the most effective techniques in motivating the sample 
defaulters to repay. Telephone contact presupposes time and effort in 
obtaining correct home and work numbers. Collectors called informa- 
tion or consulted a telephone directory and contacted references and 
relatives to locate borrowers. Calling defaulters at work seemed to 
yield positive results in this sample. 

The apparent motivations or reasons for payment emerging from this 
exploration include: 

• effective telephone communication 

• parent's paying the debt 

• credit restriction 

• IRS offset 

The high incidence of eliminating a defaulted loan with a single pay- 
ment and the large number of borrowers who had been making pay- 
ments before defaulting were somewhat surprising. Another interest- 
ing finding was that there appeared to be no relationship between the 
size of balance due and the ntmiber of payments these individuals 
made before paying in full. 

Finally, it was curious that although those who never made payments 
before defaulting had higher loans and took longer to make the first 
payment, they ultimately paid more quickly than those who had been 
paying prior to default. 



Future Study 



T he foliowing recommendations for a comprehensive study of default 
repayment arose from three sources: findings suggested by this ex- 
ploratory study, questions occurring during the performance of the 
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study and the intuition of perceptions of a variety of professionals 
involved in default collection including practitioners, program adminis- 
trators and researchers. 

Future study of default repayment should include in its design ade- 
quate controls; utilize a set of comparison groups; obtain data from 
collectors and from defaulters directly; include a representative sample 
of collection agents and borrower types; and shoiild design an analysis 
which is both quantitative and qualitative. 

Control: In order to distinguish between different borrower types (e.g., 
defaulters who do not pay versus those who do), a future study should 
be able to identify and control the variation due to other demographic 
and loan factors by taking them into account in the study design, 
namely: 

gender 
age 

type of school attended 
completion rates 
prior education 

income (at time of loan application and current) 
employment status 
length of employment 
marital status 
parental status 

In addition to these demographic characteristics, the studv should 
control for loan and default characteristics, such as: 

original loan amoxmt 

default amount 

duration of default 

time before first payment 

nimiber of payments made before defaulting 

number of payments made before payment in full 

pattern of payment 

size of monthly loan pa5rment 

Comparison: A minimum of four groups are needed to isolate relation- 
ships concerning the payment of default: 

1. defaulters in repayment 

2. defaulters who have not paid 
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3. non-defaulters in repayment 

4. non-defaulters who have paid in full 

The paid-in-full defaulter can then be studied against the characteris- 
tics and behavior of these other borrowers. 

Data: In addition to the data elements which have been suggested, 
information that permits close scrutiny of the default collection trans- 
action should be obtained. Included here are the specific techniques 
collectors employ and the way in which they adapt their approach to 
individual defaulters. The best way to obtain this information is 
through obt'ervation and interviews with collectors. Interviews with 
supervisors and trainers of collectors will help identify characteristics 
of collectors and descriptions of effective collection practice. 

An important ingredient missing from the exploratory study was data 
derived directly from defaulters. Subsequent study should attempt 
to incorporate this essential data source in its design. Defaulters who 
have not paid may prove resistant to participate whereas defaulters 
who have repaid may be more willing to give an interview. In both 
cases, using a skillful, sensitive approach may evoke a positive re- 
sponse especially if the researcher emphasizes that this is an opportu- 
nity "to tell your side of the story." 

Representativeness: A variety of agents perform default collections: 
private agencies under contract, guaranty agencies, lenders and attor- 
neys. Future study should ensure that these groups be represented in 
the design. 

A multi-state approach would strengthen the generalizability of the 
study findings, particularly if states with both newer as well as older 
guaranteed student loan agencies participate. 

Analysis: With appropriate sample sizes and random selection, the 
quantitative data in this future study could be studied with analysis of 
variance, regression techniques, factor analysis and/or discriminant 
function. Selection of the specific techniques should, uf course, follow 
after more fundamental decisions about the future study design are made. 

A complete answer to the question of why some defaulters repay can- 
not be fully developed using quantitative data alone. Moderately 
structured interviews, checklists and open-ended questions can yield 
important information. These qualitative data should be analyzed 
using appropriate summary techniques, and reviewed by experts to 
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yield correct interpretations. Profiles of different types of defaulters 
shoiild be written. These methods can be combined with the quantita- 
tive analysis. 



Other Questions 



number of questions arose during the course of this study that should 
be considered in a future study: 

♦ To what extent is the repa3rment of default linked to the original 
cause of the default? 

♦ Can economic conditions in general (e.g., interest rates, eco- 
nomic development, employinent rates, etc.) help to predict 
when large numbers of defaulters will repay? Or is the repay- 
ment behavior purely a result of factors internal or close to the 
indi\ddual defaulter? 

♦ How great a role do parents play in the repayment of default? Is 
this role more or less than the current study suggests? To what 
extent is default related to parental expectations which are at 
variance with those of their children? 

♦ From what sources do defaulters obtain the funds to make lump 
sum payments of their defaulted loans? 



Conclusion 



A compre] tensive study of default repayment can provide a basis for 
strengthening collection practice through clarification of which tech- 
niques work and with whom. This information can be used to evaluate 
collection policies, practices and training programs. A clearer under- 
standing about who is more likely to repay can also inform default 
prevention strategies. For example, if parents are an important source 
of help to some defaulters, as this exploratory study suggests, then a 
possible strategy is to explore legislation that would allow parents to 
be notified when repayment is scheduled to begin. Even if parents do 
not pay their children's loans outright, they may be an important ally 
in the collection process. 
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I 'm looking forward today to discussing the many ways in which the 
Colorado Student Loan Program has worked with schools and lenders 
to help prevent defaults. But before I share with you the success we've 
enjoyed here in Colorado, I must ask you to indulge me. This Confer- 
ence provides me with an audience that will, no doubt, share my con- 
cerns and frustrations surroimding the default issue; hopefully you'll 
also allow me to offer our State approach to potential solutions. 

The basic management of the Guaranteed Student Loan Program does 
not necessarily vary significantly by state or by agency. It is under- 
stood, if not widely felt, that the very structure of the program requires 
an acceptance of defaults . . .without defining a level of acceptability. 
The loan program was created to provide students, who have no credit 
history, no employment history, and r» o collateral, with the financial 
means to access higher education. This not only runs counter to tradi- 
tional lending principles at virtually all banking institutions, it opens 
the door to potential defaults. The student, who is typically unsophis- 
ticated in borrowing principles, has a single-minded purpose when 
applying for a loan: this is to pay the tuition and fees required at the 
time of registration. We have no evidence that students compare 
guarantee fees, length of repajonent, or any other financing options 
that might be available, Thye want to follow the path of least resis- 
tance. The prime concern is to get their loan checks. What they don't 
know is that they're entering the complex, oflen frustrating, world of 
financial assistance. Strange terms — forbearance, deferment, promis- 
sory note, repayment addendum, secondary market, servicer... the list 
goes on and on . . .the terms are used with seeming indiscretion by 
lenders, guarantors, and schools alike. The marriage of the unin- 
formed borrower and the complex Guaranteed Student Loan program 
is often in jeopardy from the start. If youll bear with my analogy, 
more than we'd like to acknowledge, once the novelty of receiving the 
loan check has worn off, and the borrower is faced with the daily de- 
mands of studying and test taking, the hones^moon is over. Were the 
authors of the legislation that created the program naive enough to 
assume that there would be no divorces? Perhaps initially; but as we 
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look to an administrative approach to reduce defaults, lenders and 
schools are required to perform **marriage coimseling," to attempt to 
harmonize the often ill-fated union between the borrower and the 
sophisticated program. Ladies and gentlemen, I suggest that you go 
home tonight and tell your spouses that the honeymoon is over and 
that your marriage is approaching the default stage and you need to 
invoke a **cure policy''. If your spouse isn't amenable, you can always 
offer an exit interview". The analogy isn't as far-fetched as it may 
sound. So what are our choices? 

The complexity of the GSL program makes it extremely difficult to 
modify legislatively one aspect of the program without significantly 
affecting access. Enacting new cure policies, for example, places a 
burden on lending institutions, a burden that may cause them to re- 
think which schools they prefer their borrowers to attend. At the same 
time, schools concerned about default rates seek ways to discourage 
borrowing. Further, the idea of requiring co-signers on all GSL loans 
increases the lenders administrative cost. Some lenders will inevitably 
leave the program. In all cases, choice and access are minimized at the 
expense of the borrower. 

So what is the real issue? I believe the issue is how can we provide 
low-cost credit to students and at the same time maintain low default 
rates and program integrity. We have all pledged to assist students in 
accessing higher education; no other bank loan or type of financial aid 
requires the partnership demands placed on the GSL program. The 
loan is an entitlement. If the student qualifies, they are to receive the 
loan. Schools are firustrated by the potential liability placed on their 
shoulders coupled with their lack of control over eligibility. Based on 
the eligibility criteria, participating lenders have virtually no reason- 
able excuse for not making the loan. Lenders must also exercise strin- 
gent due diligence responsibilities, or lose principle and interest 
on the loan. 

Fm not disparaging the use of credit for education; at the present time, 
it's the only means some students have. There will always be a need 
for educational credit; the issue is, who gets it? The GSL provides 
credit financing for those not eligible for traditional credit; if you elimi- 
nate the GSL option, you have precluded certain classes of students 
from obtaining a higher education. Opponents of GSL claim that the 
$1.6 billion to be paid in defaults next year could be better utilized in 
other programs, such as Pell. I have seen no evidence that those mo- 
nies would make their way into other financial aid programs. Think 
about this: if we had a zero default rate in GSL, policy makers would 
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insist that the $1.6 billion be channeled back into the program to make 
more loans to more students and reduce funding for other aid pro- 
grams. 

The very nature of the loan program suggests defaults, and given that 
the program will put $10 billion into our colleges and universities this 
year to support higher education opportunities for hundreds of thou- 
sands of low and middle income borrowers, the question remains what 
is an acceptable defaixlt rate? 

What price will the public accept to ensure educational opportunities 
for all our young people? The answer lies in our values, not in our 
pocketbooks. We need to offer students a well-rounded, flexible assort- 
ment of financial aid; we need to simplify the program's complexities; 
we need to turn our attention to the positive sides of the program, to 
those thousands upon thousands of students who successfully complete 
their education, who become productive citizens, and who pay back 
their loans. A recent study, entitle "Consxraiption Patterns and Atti- 
tudes Towards Repayment," conducted in New England indicates that, 
despite high loan payments, students generally feel that the quality of 
their lives was significantly enhanced by their education; 67 percent 
said loans were extremely important in allowing them to continue their 
education after high school; 62 percent said student loans were impor- 
tant in allowing them to finish school. Most do not feel that their loan 
repayment negatively impacts their lifestyle or their ability to make 
other financial commitments. 71 percent said it did not affect their 
decision to have children. 44 percent said it did not affect their deci- 
sion to purchase home or cars. Fm convinced that most borrowers 
define their own level of "acceptable debt," and take their responsibili- 
ties seriously. It is an investment in themselves and in their future, 
it's an investment that we must allow them to continue to make. Debt 
levels, in Colorado, at least, do not necessarily contribute to defaults. 

We all must share the responsibility to work hard, harder than we 
have in the past to amend this nation's financial aid structure to maxi- 
mize benefits for the most students. We must define an acceptable 
loss, given the social benefits of educating our young people. We must 
focus on simplification, on variety, and on flexibility. Back to the 
immediate demands of implementing default prevention programs. 

The Colorado Student Loan Program has committed to providing sup- 
port for schools and lending institutions, in spite of legislative and 
structural difficulties with the loan program. By support I mean join- 
ing in full partnership with the other entities in our state committed to 
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assisting students. Where potential liabilities are placed on all of us, 
we must work together whenever and however possible to minimize 
risk. While action taken in Colorado may not necessarily differ from 
that taken in other states, we have worked toward a comprehensive 
default prevention program that invites participation from all sectors. 

We will guarantee $150 million in student loans this year and, at the 
same time, our defaults have been reduces by 10 percent. Two years 
ago we formed a Default Prevention Task Force, comprised of partici- 
pants from three financial aid offices, a high school, our Commission on 
Higher Education, a secondary market, and two lending institutions. 
The Task Force came back with a number of recommendations, most of 
which have been successfully implemented. The Task Force agreed 
that exposure was essential — the borrower must hear, read, and see 
default prevention information at a full saturation level. The impor- 
tance of credit responsibility must be stressed beginning at the high 
school, at the financial aid office, at the lender's shop, and through the 
mass media. Over a six month period we developed a default preven- 
tion video, distributed to all schools to use — as they felt relevant in 
their own default prevention programs. Simultaneously, we aired 
television and radio commercials providing our Repayment Hotline 
phone number. The Hotline was a pilot program, staffed by our in- 
house technical experts on repajrment options. We wrote a "repayment 
guide," and mailed it to 10,000 borrowers leaving school. We made 
copies available for distribution through financial aid offices. Our 
initial evaluation showed a degree of success; the Hotline received ap- 
proximately 150 phone calls per week. We analyzed the kinds of infor- 
mation callers requested. Today our Repayment Hotline is perma- 
nently staffed by three full-time employees. We received requests for 
an additional 10,000 Repayment Guides and, as a result, the publica- 
tion became a permanent addition to our informational booklets. 

Based on that success, and with the program changes through Reau- 
thorization, we are near completion of an "Exit Interview'' packet, 
consisting of a consolidation pamphlet, one on refinancing, a sample 
deferment form, a flyer regarding the repayment hotline, and sample 
repayment schedules. We have developed yet another set of "upfront" 
or debt management materials, with two separate publications on 
financial planning for both college and trade/technical school borrow- 
ers. Our "Personal Loan Counselor" pamphlet provides cautions to 
over borrowing. We have plans to run radio commercials announcing 
the repayment hotline three times a year. 



At the same time, we have continued to monitor our default situation 
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and to keep our constituents current on the results. A full report on 
Secretary Bennett's defatilt moratorium and our response was pre- 
pared for our Governor, Commission on Higher Education, legislators, 
bank and school presidents. We recently mailed a newspaper promot- 
ing repayment to over 66,000 borrowers. This past Winter we con- 
ducted default prevention seminars throughout the state for financial 
aid staff. We worked with NATTS to bring a day-long seminar to 
Colorado to help schools develop their own default prevention pro- 
grams. We surveyed participants and have taken their suggestions 
into full consideration. 



On the processing side, we have initiated an electronic processing 
system that allows schools to enter student status information online; 
we have increased and reorganized our Pre-claims Department to 
provide the necessary assistance and coimseling to lenders and stu- 
dent. 



We also formed a committee made up of financial aid directors to allow 
them input into ways we can improve our program. Our staff was 
active at the national level in proposing default prevention recommen- 
dations. 
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Let me tell you that when the task force recommended a comprehen- 
sive default prevention program, we took the term "comprehensive" 
seriously. We feel we have left virtually no stone unturned. 

But at least as important as what we've accomplished is the true part- 
nership that has emerged in the Colorado Student Load Program. I 
can't emphasize enough the spirit of cooperation that supported our 
efforts. If we have one overriding goal for default prevention in Colo- 
rado, that goal is for all involved to exercise a maximum effort. In our 
program, maximum effort means that all concerned contribute what 
they can, when they can, in whatever way they can for a common goal. 
Yes, we're all concerned with compliance issues, with profitability is- 
sues, with potential Habilities; but I suggest to you that the time, 
dollars, and effort that have been expended toward our default preven- 
tion efforts have exceeded those concerns. We simply care about our 
students and the image of our program. I applaud those of you here 
today who are from Colorado and who have demonstrated that commit- 
ment. The integrity of the program here has, in my opinion, increased 
significantly because of your efforts. And, as importantly, you have 
shown your ability to rally around an issue that could potentially harm 
us and our institutions, but which could also adversely affect the bor- 
rower s — access and choice to higher education. 
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Now, has this effort been successful? As I've pointed out, it has 
strengthened our program, bolstered our image, and enhanced our 
partnership. I also want you to know that our projections show that 
the Colorado Student Loan Program will pay $2 million less in default 
claims this year. Evaluation per se is difficult; it's hard to say whether 
our specific combined efforts brought about this change, which meth- 
ods might have influenced which borrowers, but I suggest that they 
have. We will continue to develop our ideas, expand our programs, and 
fine-tune our techniques until we feel that we have exhausted every 
possible avenue. We will listen to you, work with the borrowers, com- 
mit the necessary staff and available dollars to the efforts. 

So, in summary, we are faced with difficult times. We must walk a 
fine line between making what already exists work for us, while striv- 
ing at the same time for change. We must demand an acceptable 
default rate while working to lower the rate that exists. We must 
wrestle with program complexities that are difficult for borrowers to 
comprehend, while at the same time working to change those complexi- 
ties. We must provide credit financing for those who can't obtain 
financial support elsewhere while working to increase financial aid 
options. We can form the binding partnership that provides mutual 
benefits, but which also meets our long range goal of helping students 
access higher education. And, wherever possible, we can shield them, 
the student, from the pitfalls of the very program designed to assist 
them. 
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Background 



he Federal Guaranteed Student Loan Program began with the Higher 
Education Act of 1965. Although the eligibility criteria has changed 
over time, the basic structure of the program has remained intact. The 
federal government insures the student loans and lending institutions 
provide private capital to fund the program. Students without a dem- 
onstrated ability to repay may borrow money from lending institutions 
to attend college. Students must begin repayment six months after 
ceasing half-time study. Students who fail to make a payment within 
a 120 day period, default on the student loan and in New York, the 
Higher Education Services Corporation purchases the loan from the 
lender. 



Concern about defaults in the Guaranteed Student Loan Program has 
been increasing since the first article appeared in The Chronicle of 
Higher Education written by Fields^ On November 4, 1987, William J. 
Bennett, Secretary of Education, issued a press release concerning 
Guaranteed Student Loan Defaults. Bennett stated that about one- 
half of the Guaranteed Student Loan Budget goes to default payments. 
In Bennett's letter to the Presidents of all participating schools, Ben- 
nett stated that "institutions with a default rate above 20 percent will 
immediately be subject to Hmitation, suspension, and termination 
proceedings with respect to their continued participation in federal 
student aid programs.'"^ 

Since Bennett's pronouncement, all participating schools are searching 
for ways to control their default rate so their continued participation in 
the federal student financial aid programs is not jeopardized. 



Statement of the Problem 



B ennett suggests a number of actions each school should take to curb 
their default rate. The suggestions include: (1) providing better loan 
counseUng, (2) implementing less punitive tuition refund policies, (3) 
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improving admission practices, (4) withholding academic transcripts, 
and (5) improving commimication to lenders and guarantee agencies. ^ 

The motivation for ciirbing the default rate is much greater for two 
year schools. Bennett's definition inflates the commimity college de- 
fault rate because he assigns the default to the last school the student 
attended. The better students who tend to transfer to four-year 
schools are not included in the number of borrowers in repayment at 
the two year school, thus inflating the default rates of two-year schools. 
Therefore, a two year school has a greater motivation to identify high 
risk students and develop an approach which would discourage high 
risk students from borrowing. 

Although a school implements Bennett's suggestions, controlling the 
default rate at an open admissions institution such as Rockland Com- 
munity College is impossible without taking additional measures. One 
measure might be to advise certain high risk students not to borrow. 
Identifying students who should be discouraged from borrowing is the 
central problem of this paper. 



Methodology 



S ince Bennett's definition of default rate is a cohort definition, research 
was directed toward those students who recently borrowed and de- 
faulted in the student loan program. With this in mind, a random 
sample was selected from students who borrowed in 1984-85 while 
enrolled at Rockland Commimity College. This academic year was 
selected because it would provide time for students to finish the second 
year (i.e., 1985-86) and still leave a reasonable amoimt of time from 
May of 1986 to the December of 1987 to default. 

The sample was taken by selecting one out of every ten student loan 
applications for the 1984-85 academic year. Data were obtained from 
both the guaranteed student loan application and from the student's 
academic transcript at Rockland Commimity College. The data were 
entered into a computer file created by PFS File soflware and then 
loaded into the SPSS/PC+ Program for the discriminant function 
analysis. The data collected on each student included the following 
variables: 
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student Loan Application (Part A is completed by students) 

1. Year of birth 

2. Citizenship 

Citizens of the United States (i.e., 1) or permanent residents 
(i.e., 2) 

3. New York Residency 

New York residents for at least one year before enrolling 
(l=Yes, 2=No) 

4. Intended enrollment level 

Full-time (i.e., 12 credits) or part-time (i.e., 6) 

5. Loan amoxmt requested (i.e., in dollars) 

Student's request for the loan 

Part B Completed by the School Financial Aid Officer 

6. Dependency 

Independent (i.e., 1) or dependent (i.e., 2) 

7. Year in School 

The number of credits earned and translated to first or sec- 
ond year 

8. Period of Loan 

The academic period of the loan (i.e., 1 or 2 semesters) 

9. Estimated Cost (i.e., in dollars) 

The college budget for students during the period of the loan 

10. Adjusted Gross Income (i.e., in dollars) 

The Adjusted Gross Income on the Federal Income Tax Form 

11. Expected Family Contribution (i.e., in dollars) 

The amount resulting from the Uniform Methodology 

12. Date Certified 

Date loan application was certified by a Financial Aid Officer 

13. Amoimt Borrowed (i.e., in dollars) 

The amount of the lender's check 

Student's Transcript at Rockland Community College 

14. Curriculxmi Code 

The eligible academic program in which the student is ma- 
triculated 

15. Cumulative Degree Credits 

The total number of degree credits earned by the student 

16. Cumulative Grade Point Average 

The grade point average of the student 
(4.0=A, 3.0=B, 2.0=C, 1.0=D, 0.0=F) 
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17. College Skills 

If Yes (i.e., 1), the student is in a developmental program 

18. English as a Second Language Program 

If yes (i.e., 1), the student is in a program for English as a 
Second Language 

19. Default Purchase Date 

The date the loan was purchased by thee NY State Higher 
Education Services Corporation 

The statistical treatment that seems to be most appropriate is the 
discriminant fimction. It was first inti'oduced by Sir Ronald Fisher 
(1936). Simply, linear combinations of the independent variables are 
formed which serve as the basis for classifying students into one of the 
two groups: high or low risk. The equation which results can then be 
used to classify students into high or low risk groups with a given 
probability of accuracy. 

First, cross tabulations were used to profile the population in respect to 
each variable both high and low risk groups. Then in order to predict 
whether a particular student falls into a low risk or a high risk group, 
the variables were ranked as to their predictive ability. This was done 
in a stepwise manner. The most predictive variable was added to the 
equation, then the next most predictive variable and so on tmtil the 
equation developed represents the most predictive power obtainable. 
The DISCRIMINANT Program from SPSS/PC+ was used to identify 
the more predictive equation to classify students into high or low risk 
categories. 



Analysis of Data 



The data obtained from the sample yielded 99 borrowers who had 
not defaulted and 14 borrowers who defaulted by December of 1987. 
The nineteen variables previously mentioned were reviewed using the 
SPSS/PC+ output for crosstabs. Borrowers who defaulted were 
labeled high risk whereas those that did not default were labeled 
low risk. Highlights of the cross-tabulation follows: 

1. Year Of Birth 

The year of birth was converted to the borrower's age. Of the 18-24 
year olds, 47.5 percent was high risk versus 52.5 percent low risk. The 
difference was not statistically significant when using the Chi-Square 
analysis. 
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2. Citizen 

Borrower's who were citizens versus eligible non-citizens did not show 
significance with the Chi-Square test. The percentage of low risk 
citizens was 83.8 percent while high risk citizens was 85.7 percent. 

3. New York Residency 

All of the high risk borrowers were residents of New York while 97 
percent of the low risk borrowers indicated New York residency. The 
Chi-Square test showed no significance. 

4. Full-time/Part-time 

All high risk borrowers were fiill-time whereas 89.9 percent of the low 
risk borrowers were full-time. The Chi-Square was not significant. 

5. Loan Amount Requested 

Although there was no significant difference between low and 
high risk borrowers, high risk borrowers requested the maximum loan 
in 85.7 percent of the cases while low risk borrowers requested the 
maximum loan in 77.8 percent of the cases. 

6. Dependency 

Low risk borrowers tended to be independent (77.8 percent) while high 
risk borrowers were independent in 71.4 percent of the cases. Chi- 
Square was not significant. 

7. Year in School 

A greater percentage of low risk borrowers were in their second year of 
college (23.2 percent) than high risk borrowers (21.4 percent). The 
Chi-Square was not significant. 

8. Period of the Loan 

Although the Chi-Square was not significant, the period of the loan 
tended to be two semesters for high risk borrowers (78.6 percent) while 
71.7 percent of the low risk students borrowed two semesters. 

9. Cost 

The cost reflected standard student budgets. The cost budget at $3,930 
included 23.2 percent of the low risk versus 14.3 percent of the high 
risk borrowers. At the cost budget of $6,390 low risk borrowers 
amount to 14.1 percent while high risk borrowers accounted for 28.6 
percent. The Chi-Square was not significant. 

10. Estimated Financial Aid 

The difference between high and low risk borrowers was significant 
(.0078) with 33 degrees of freedom on the Chi-Square test. More high 
risk borrowers (35.7 percent) had no estimated financial aid while 23.2 
percent of the low risk borrowers had no estimated financial aid. Esti- 
mated financial aid of over $2,500 showed low risk cases at 48.5 per- 
cent and high risk at 21.4 percent. 

11. Adjust Gross Income 

Although adjusted gross income was insignificant, more high risk borrow- 
ers (21.4 percent) had zero income than low risk borrowers (12.1 percent). 
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12. Expected Family Contribution 

This was not significant per the Chi-Square test. Only 85.7 percent of 
the high risk borrowers versus 87.9 percent of the low risk group had 
zero family contributions. 

13. Date Certified 

The Chi-Square test showed significance at the .005 level with 12 de- 
grees of freedom. The high risk borrower tended to borrow during the 
second semester (42.9 percent) versus the low risk group (9.1 percent). 

14. Amount Borrowed 

The Chi-Square test showed a .0036 level of significance with 45 de- 
grees of freedom. The low risk group borrowed the maximum amount 
in 61 percent of the cases while the high risk group borrowed the maxi- 
mimi in only 35.7 percent of the cases. 

15. Curriculum Code 

The Chi-Square test was significant at the .0367 level with 15 degrees 
of freedom. The high risk group showed 71.4 percent enrolled in a 
general Liberal Arts curriculum and while 46.4 percent of the low risk 
group enrolled in Liberal Arts. 

16. Grade Point Average 

This was not significant using the Chi-Square test. High risk borrow- 
ers had grade point averages of less than 1.0 (D average) in 92.8 per- 
cent of the cases; low risk students had a grade point average of less 
than 1.0 in only 65.6 percent of the cases. 

17. College Sl(ills 

This was not significant using the Chi-Square test and all of the high 
risk borrowers were not in the college skills program; a developmental 
program. 

18. English as a Second Language (ESL) 

The Chi-Square test was not significant and all of the high risk bor- 
rowers were not in the English as a Second Language Program. 

1 9. Cumulative Degree Credits 

The Chi-Square test did not yield significance and high risk borrowers 
had zero degree credits in 64.3 percent of the cases versus 54.5 percent 
for low risk borrowers. 

The SPSS/PC+ Discriminant function program was used for the remain- 
ing part of the data analysis. Excluded from the discriminant function 
were two variables — date certified and curriculum code. Date cert- 
ified was eliminated because it has little meaning or relevance. Curricu- 
lum code was not included because it is a discontinuous variable. 

The discriminant fimction was performed on the 113 cases of which 99 
were low risk and 14 were high risk. None of the cases chosen by the 
sample were excluded from the discriminant analysis. 
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The program calculated the group means and standard deviations for 
low and high risk borrowers. Other outputs included were then pooled 
within groups correlation matrix and the covariance matrix for both 
high and low risk groups and the total. 

The stepwise discriminant function was used which selected the vari- 
able which minimized Wilk's Lambda. Wilk's Lambda is simply the 
within groups sum of squares divided by the total sum of the squares. 
Small values of Wilk's Lambda indicate that group means appear to be 
different. By selecting a variable with the lowest Wilk's Lambda it 
insures that the mean of that variable for low risk borrowers is the 
most different from the mean for high risk borrowers. 

Because Wilk's Lambda was .95484, the amount the student borrowed 
was selected first. The remaining variables were recalculated and the 
grade point average was entered next. Steps continued and the follow- 
ing variables were added one by one into the analysis: estimated 
financial aid, adjusted gross income, and full-time/part-time. The 
amount borrowed was then removed from the analysis because the F 
statistic was less than two. Other variables added wei^e cost, and 
period of the loan. 

The result indicated a significance level of .0005 with an Eigen value of 
.24954 which is the ratio between groups sum of squares to within 
groups sum of squares. The discriminant function coefficients are then 
standardized to a mean of zero and a standard deviation of one. The 
results can be used to rank the variables in their power of separating 
one group from the other. The variables were ranked as follows with 
the most discriminating variable first: 

1. Estimated financial aid 

2. Adjusted gross income 

3. Full-time/part-time 

4. Grade Point Average 

5. Cost 

6. Period of the loan 

The linear equation obtained from the discriminant analysis is 
as follows: 
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The Discriminant score = 

- (.0008081366) X Estimated Financial aid 

- (.0000727905) X Adjusted Gross Income 
+ (.3647061) X Full-time/part-time 
-(.2955686) X Grade Point Average 
-(.0000641663) X Cost 

+ (.63726633) X Period of Loan 

- 2.284033 

The program then used the Bayes' Rule to classify each case into the 
low or high risk group. The Bayes' Rule classifies each case using a 
probability that a specific discriminant score belongs to a certain 
group. The result is the following classification matrix: 



Table 1 

1 Predicted Group 



Actual Group Low Risk High Risk 

Low Risk 99 79 20 

79.8% 20.2% 

HigtiRisk 14 3 11 

21 .4% 78.6% 



Percent of correct classification was 79.65 percent which can serve as 
an index of the effectiveness of the discriminant function. 



Summary and Conclusions 
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T he most predictive variables resulting from the discriminant analysis 
can be used with the discriminant equation to correctly classify bor- 
rowers into either a low or high risk category in 79.65 percent of the 
time. A summary of each significant variable follows. 

The high risk borrov/er tended to have less estimated financial aid 
than the low risk borrower (i.e., $1,039 versus $1,691). The average 
adjusted gross income for high risk cases was $9,057 versus $12,193 
and high risk borrowers tended to be dependent. All high risk borrow- 
ers were full-time students carrying at least 12 credit hours per semes- 
ter. The average grade point average for high risk borrowers was 
.25929 versus 1.02121 for low risk students. (This was understandable 
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since many of the high risk students were new students and did not 
have a grade point average at the time the loan was certified.) The 
average cost tended to be less for the high risk group and the period of 
loan tended to be two semesters for high risk borrowers. 

In simimary, the student who has little other financial aid, who has a 
low adjusted gross income, who is fiiU-time, who has no grade point 
average, who has a low cost and borrows for two semesters will tend to 
the high risk student borrower at Rockland Commimity College. 



Recommendations for Implementation 



Since Bennett's cohort default definition inflates the percentage for two 
year colleges, a two-year college has a greater motivation to take steps, 
regardless of philosophy, to curb the default rate in order to protect the 
school's eligibility for federal Title IV funds. With this in mind, Rock- 
land Commimity College requires a pre-certification interview of all 
students before the Guaranteed Student Loan can be approved. 

Entrance interviews cover repayment responsibilities. Although stu- 
dents know their repayment responsibilities, that knowledge has little 
to do with their ability to graduate, transfer to a four-year school, 
graduate from the four-year school and get a good job to repay the loan. 
A more deliberate process is required. 

Identification of high risk students before the loan application is ap- 
proved can be very useful in curbing the default rate. The pre-certifi- 
cation interview can be very different for high risk students. The 
advising session can stress alternatives to borrowing. Although a 
school can not refuse to certify a loan, the financial aid counselor can 
strongly discourage high risk students from borrowing. A search 
should be made for alternative grant sources and students shoiild be 
referred to job placement for full or part-time jobs. Some students 
might be encouraged to attend part-time, obtain a fiill-time job and re- 
apply next year when they have a proven academic track record and a 
high probability of success. If the student still insists upon borrowing, 
the period of loan can be restricted to one semester which would reduce 
the amount the student can borrow. It was also apparent that high 
risk students tend to borrow after the beginning of the second semester 
(i.e., 42.9 percent) when they realize they need more money to pay the 
bills. It is understandable that high risk borrowers would lack good 
skills in financial planning. These loans which are requested after the 
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second semester starts should be discouraged to students in high risk 
categories. 

Only by identifying high risk students can a two-year community col- 
lege like Rockland Community College curb its default rate and 
thereby remain eligible for Title IV funds and retain its open door 
admissions policy. 



Endnotes 



Fields, Cheryl M. "More Students Are Defaulting on Loans, 
Congress Is Told," The Chronicle of Higher Education, April 
19, 1971. 

Fisher, R. A. The Design of Experiments . Edinburgh: 
Ohver and Boyd, 1936. 

"Guaranteed Student Loan Default Information," NASFAA 
Monitor 166, November, 1987. 

Norusia, Marija J. Advanced Statistics SPSS IPC^, Chicago: 
SPSS Inc., 1986. 



152 



Section 




Trends In 
Student Borrowing 



Trends in Student Borrowing 



Abstracts 



The Changing Patterns of Supplemental Borrowing: A Profile 
of Emerging Family Education Debt, Thomas D. Parker 

T his paper focuses on the characteristics of students and parents who 
use alternative non-federal loan programs by reporting the results of 
the Parents Survey on Financing Education, a study conducted in 1987 
by Enrollment Management Consultants (EMC) and sponsored by The 
Education Resources Institute (TERI) and the Massachusetts Higher 
Education Assistance. Corporation (MHEAC). 

The survey results provide information that addresses issues such as 
the number of funding sources used to meet college costs, parental per- 
ceptions of education loan options, the demographic characteristics of 
parents who plan to borrow next year, parental opinions of loan fea- 
tures such as graduated payment plans and income-contingent repay- 
ment, and parental evaluations of information sources for learning 
about education financing options. 

The results of the survey highlight the complex array of financing 
packages that families are using to meet college expenses. Families 
ai e relying on multiple sources of financial support to pay for their 
children's education and have expressed a willingness to borrow for 
higher education. More students and their families are turning to 
options such as supplemental loans to pay for college. As new federal 
provisions limit Guaranteed Student Loan (GSL) eligibility, it appears 
likely that the scope and volume of supplemental borrowing will in- 
crease in the years ahead. The paper examines the public policy impli- 
cations toward the increased use of supplemental education loans. 

Data on the small but growing cohort of families who are borrowing to 
pay for independent elementary and secondary education is also re- 
ported in this paper. 
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The New England Student Loan Survey: The Impact of 
Student Loans on Borrowers, Sandy Baum & Saul Schwartz 

T he New England Student Loan Survey is a study of participants in the 
Guaranteed Student Loan Program in Massachusetts who are cur- 
rently in repayment. The study found that a large majority of borrow- 
ers believe that the availability of student loans significantly increased 
their educational opportunities. This feeling is particularly strong 
among people from low-income family backgrounds. This group is also, 
however, most likely to have restricted their educational choices be- 
cause of concern over borrowing. Although about one-third of the 
survey respondents feel significantly burdened by their loan repay- 
ment obligations, there is no evidence that people who have large debts 
are any less likely than those with smaller debts to own cars, to have 
purchased new cars, to own their own homes, or to have moved out of 
the parents' homes. That is, their perceptions of burden are not 
accompanied by any measurable differences in lifestyle from similar 
borrowers with smaller repayment obligations. 



Borrowing Patterns Among Graduate and Professional 
School Students, James P. Honan 

X his paper focuses on two primary questions: 

(1) What factors account for the different borrowing patterns 
among graduate and professional school students? and; 

(2) What policy options can help address potential debt burden 
problems among graduate and professional school students? 

Recent literature and research on borrowing by graduate and profes- 
sional school students is reviewed and policy options such as income- 
contingent loans, loan consolidation, loan forgiveness, etc. are dis- 
cussed in detail. 



1 Oo 



The Changing Pattern of Supplemental 
Borrowing: A Profile of Emerging Family 
Education Debt 

Thomas D. Parker 

Treasurer 

The Education Resources Institute, Boston, MA 



Introduction: Alternative Non-Federal Loan Programs 



As eligibility requirements for the Guaranteed Si udent Loan Programs 
become more stringent and the price of education continues to outpace 
inflation, increasing numbers of students and parents are searching for 
new sources of financial support to pay for college. Alternative non- 
federal loan programs represent one of the options on which more 
students and parents now rely. This paper will focus on the character- 
istics of these students and parents by reporting the results of a study 
entitled "Parents Survey on Financing Education" conducted by Enroll- 
ment Management Consultants (EMC) in 1987 and sponsored by the 
Education Resources Institute (TERI) and the Massachusetts Higher 
Education Assistance Corporation (MHEAC). Data will also be re- 
ported on the small but growing number of families who are borrowing 
to pay for independent elementary and secondary school education. 
The paper concludes with an examination of the public policy implica- 
tions of the trend toward supplemental loans. James Honan, of Har- 
vard University, served ably as a research assistant in the preparation 
of this paper. 



The Parents Survey on Financing Education 



T he Parents Survey on Financing Education was conducted to deter- 
mine the opinions and preferences of parents who are currently financ- 
ing their children's college education. The survey consisted of in-depth 
telephone interviews of 500 parents of current GSL, PLUS, and TERI 
borrowers. Survey participants represented a stratified (by geographic 
region) random sample of parents that over-sampled Massachusetts 
residents and drew complementary samples fi-om the remaining New 
England states, as well as upstate New York and Long Island. 
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Selected demographic characteristic of the survey sample are as fol- 
lows: 

• Mothers (62.2 percent) were much more likely than fathers 
(37.8 percent) to take part in the survey interview; 

• Parents were asked to focus their responses on their child 
who most recently entered college; the colleges and universi- 
ties which these children attend are nearly all four-year 
institutions (97.2 percent) and primarily private colleges/uni- 
versities (71.1 percent); 

• While most parents indicated that their children plan to 
pursue a four-year imdergraduate degree (55.5 percent), a 
large portion of students plan to go on to graduate school 
(33.9 percent) or professional school (10.0 percent). 

• The majority of parents participating in the survey were 
white (94.4 percent) and report that their annual income is 
more than $40,000 (60.5 percent); and 

• Approximately 73 percent of the parents who were able to 
estimate the cumulative loan amount which they will borrow 
for their children's undergraduate education (97.4 percent 
were able to provide such and estimate) felt that their total 
amount of education loans will range up to $20,000; remain- 
ing 27 percent reported that the cumulative loan amount 
would exceed $20,000. 



Survey Results 



X he survey results provide information that addresses issues such as 
the number of funding sources used to meet college costs, parental 
perceptions of education loan options, the demographic characteris- 
tics of parents who plan to borrow next year, parental opinions of 
graduated payment plans, income-contingent repayment, and pa- 
rental evaluations of information sources for learning about educa- 
tion financing options. These and other issues are discussed in 
detail below with an emphasis on the implications that the survey 
results have on the changing pattern of supplemental borrowing. 
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A. The Number of Funding Sources Used to Meet College Costs 

The survey results show that famiHes are using multiple sources of 
funding to finance their children's college education. Specifically, 84 
percent of the parents indicated that they use more than one fimding 
source and 60 percent reported that they depend upon three or more 
sources. It is important to point out that the sources of fimding that 
were part of the survey included only federal and private grants, stu- 
dent employment, and four loan sources (federally-fimded educational 
loans, private family education loans, home equity loans, and personal 
bank loans). Hence, these fimding sources would be in addition to 
parents income and/or savings. 

When asked to specify which of the four loan sources they were using 
to meet college expenses, approximately 37 percent of parents indi- 
cated that they were currently using two or more sources of loan fimd- 
ing. The survey results showed that nearly two-thirds of the parents 
plan to borrow money for education expenses next year and just over 
half of these families reported that they will be participating in both a 
student and a parent loan program. 

B. Parental Perceptions of Education Loan Options 

Survey participants were presented (in advance of the telephone inter- 
views) with written descriptions of seven education financing options 
[TERI supplemental loan, Guaranteed Student Loan (GSL), Parent 
Loans for Undergraduate Students (PLUS), National Direct Student 
Loan (NDSL) (now known as Perkins Loan), Supplemental Loans for 
Students (SLS), home equity loan, and unsecured bank loan]. During 
the telephone interview, parents were asked to rate each loan option in 
terms of "desirability''. 

Somewhat surprisingly, parents rated all of the loan programs de- 
signed specifically for education as more desirable than home equity 
loans or unsecured bank loans; certain education loan programs were 
viewed as more attractive than others. Specifically, the GSL is rated 
as the most desirable education financing option across all family 
income levels. 

The survey results also show that the GSL is viewed by parents as 
providing opportunity for their children's future and that faxnilies 
perceive that the GSL has provided their children choice among public 
and private colleges and universities. 

The survey results indicted that while a non-federal supplemental loan 
such as TERI does not have widespread appeal among parents of col- 
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lege students, the TERI loan is particxilarly attractive to certain mar- 
ket segments. Specifically, these segments include: (1) parents who 
believe that they will borrow more than $20,000 for their children's 
undergraduate education; and (2) parents who think that it is reason- 
able to finance 50 percent to 100 percent of their children's education 
with loans. 

The two federal supplemental loan programs, PLUS and SLS, were also 
found to be particularly appealing to families willing to use loans to 
finance 50 percent to 100 percent of their children's educational expenses. 

One of the more important findings of the survey regarding parental 
attitudes was that "the significant difference in the families" willing- 
ness to borrow to finance educational expenses appears to reflect a 
positive attitude toward investing in their children's future. It is this 
positive view of financing by loans — fixture investment versus mortgag- 
ing one's future — which is reflected in the parents endorsement of 
family educational loans''^ 

The survey results show that parental attitudes toward responsibility 
for repaying education loans differ according to the cumulative amount 
borrowed for undergraduate education. Specifically, parents who plan 
to borrow more than $20,000 to finance their children's education are 
more likely to share the responsibility for educational loan repayment 
than parents who plan to borrow less than $20,000. 

C. Demographic Characteristics of Parents Who Plan to Borrow 
Next Year 

In addition to examining parental attitudes toward borrowing for 
education, the survey also attempted to identify those market seg- 
ments that are most likely to constitute ^'next year's borrowers". To 
address this issue, survey data was analyzed by demographic factors 
such as zip code, family income, parental education, public/private 
college attendance, student educational aspirations and current par- 
ticipation in MHEAC/TERI loan programs. 

Selected findings from this section of the survey include the following: 

• Families in the $60,000 or more annual income category are 
somewhat more likely to plan to use educational loan next 
year than families in other income categories; 

• FamiHes in the $40,000 to $60,000 and $60,000 and above in- 
come categories are more likely to plan to accrue more than 
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$20,000 in education loans than families in the $10,000 to 
$40,000 income category; 

• While the percentage of families who plan to borrow for edu- 
cational expenses next year is only slightly higher for fami- 
lies with children attending private colleges vs. families with 
children attending public colleges, the percentage of families 
who expect to borrow more than $20,000 for educational 
expenses is twice as large among private college families as it 
is among families whose children attend public colleges; 

• Families with children who plan to attend graduate or pro- 
fessional school are much more likely to plan to borrow for 
education next year and are much more likely to expect to 
accrue more than $20,000 in cumulative education debt; 

• Parents who have attended graduate school themselves are 
more likely to plan to borrow for their children's education next 
year the parents in other educational attainment categories; 

• Families who are most likely to borrow for educational ex- 
penses next year are those who are presently participants in 
the TERI loan program and; 

• Most current GSL/PLUS/TERI participants who plan to 
borrow next year indicated that they will utilize both a par- 
ent and a student loan. 

D. Parental Opinions of Loan Options 

Those parents who indicated that they planned to borrow for their 
children's education next year were asked to evaluate a series of loan 
options (e.g., tax deductible interest, extended repayment, etc.) in 
terms of their effect on choice of education financing alternatives. 

Selected findings firom this section of the survey include the following: 

• Families in the higher income categories ($40,000 and above) 
expressed interest in borrowing substantial amotints, in bor- 
rowing for the ftiU four-year*s tuition for the purpose of stabi- 
lization, and in tax deductible interest; 

• Families in the $40,000 and below income category expressed 
interest in factors such as repayment based on income and 
extended repayment period; 



160 



158 



Thomas D. Parker 



• Parents who estimate that their cumtJative education loans 
will be more than $20,000 expressed interest in the ability to 
borrow substantial amounts, in borrowing four-years* txaition 
for the purpose of stabilization and in a single application for 
several loan programs options; 

• Parents who planned to borrow less than $20,000 overall 
were interested in options such as repayment based on in- 
come level, extended postgraduate grace period, and two con- 
venience featiires; appljdng for the loan by telephone, and an 
education line of credit; and 

• Parents whose children plan xo attend graduate or profes- 
sional school are significantly more interested in extended re- 
payment periods and the ability to borrow substantial 
amoxmts than parents whose children are not planning a 
postgraduate study. 

The overall finding in this section of the survey is that the availability 
of substantial amoxmts of money is of interest to higher income fami- 
lies, parents who plan to incur large education loan amounts, and 
families whose children intend to go on to graduate or professional 
school. Lower income families and families whose children do not plan 
to pursue postgraduate study express interest in options relating to the 
repayment process (especially income-contingent repa3nnent). 

E. Parental Evaluation of Information Sources for Learning About 
Education Financing Options 

In an effort better to understand parental opinions on the effectiveness 
of various sources of information regarding education financing op- 
tions, survey participants were asked to evaluate a series of informa- 
tion sources in terms of their helpfulness. 

Selected findings from this section of the survey include the following: 

• Financial aid and admissions offices received the highest 
ratings from parents at all income levels as being a helpful 
information source; 

• Direct mail received from banks was viewed as an especially 
helpful source of information on education financing options 
by parents in the $40,000 to $60,000 income range; 

• High school guidance counselors were rated much more posi- 
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tively as an information source by parents in the $40,000 
and below income category than by parents in the middle and 
higher income groups; 

• Financial aid directors, guidebooks, other parents and college 
students were viewed as very helpful sources of information 
on education financing options; 

• Parents who have not attended college gave especially high 
ratings to admissions office representatives and high school 
guidance counselors as being helpful sources of information 
on education financing options; and 

• Parents with children in private colleges and tmiversities 
gave direct mail from financial aid offices significantly higher 
rating as a helpful information source than parents whose 
children attend public institutions. 

The overall finding of this portion of the survey is that certain sources 
of information on education financing options are perceived as more 
helpful than others by certain sub-groups of parents and market seg- 
ments. 

F. TERrs PLEASE Program 

A small but growing number of families are borrowing to pay for their 
children's education at independent elementary and secondary schools. 
In 1983, a group of educators established the Parent Loans for Elemen- 
tary and Secondary Education (PLEASE) Program. The program, 
which is currently a product of The Education Resources Institute is 
available in 31 states and has grown significantly in its first five years 
of operation (see chart below). The average loan amount is currently 
$5,000 and the average term for PLEASE Loans is approximately 16 
months. PLEASE loans are limited to a payback period of no more 
than three years to encourage parents not to jeopardize their ability to 
borrow for their children's college costs. 
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Table 1 : Parent Loans for Elementary and Secondary Education 

1983-1987 



YEAR 


# of Schools 


# of Loans 


$ Volume 


1983 


10 


100 


$329,203 


1984 


31 


175 


838,269 


1985 


55 


246 


1,312,997 


1986 


83 


300 


1,500,000 


1987 


195 


740 


4,000,000 



The Growth of Supplemental Loans: Public 

Policy I mplications 

T he results of the Parents Survey on Financing Education highlight the 
complex array of financing packages that families are using to meet 
college expenses. As have been noted above, families are relying on 
multiple sources of financial support to finance their children's educa- 
tion and have expressed a willingness to borrow for higher education. 

As was stated earlier, more students and their families are relying 
upon options such as supplemental loans to pay for college. As new 
federal provisions limit Guaranteed Student Loan eligibility, it appears 
likely that the scope and volume of supplemental borrowing will in- 
crease in the years ahead. A recent Georgetown University survey^ of 
61 financial aid administrators from 35 states showed that PLUS and/ 
or SLS borrowing has increased at the majority of the schools surveyed 
and that most schools offered some alternative funding option to their 
students (e.g., PLUS/SLS, school-sponsored loan programs, state-spon- 
sored loan/employment programs, consortium-sponsored loan pro- 
grams, loans from private sources, etc.). 

Supplemental loans can play important and diverse roles depending 
upon a family's financial circumstances and that family's overall plan 
for meeting college expenses. These roles can include the following: 

• Families who do not qualify for federal or institutional 
financial aid programs may turn to non- federal supple- 
mental loans as one of the few education financing options 
for which they are eligible; 

• Families may use supplemental loans to augment federal 
and institutional financial aid programs in order to meet 
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their children's unmet financial need; 

• Families concerned about their current and/or short-term 
cash flow might use a supplemental loan to finance all or 
part of the expected family contribution that was calcu- 
lated through need analysis formulas; 

• Families interested in tuition stabilization might use a 
supplemental loan to finance all or part of their participa- 
tion in a tuition prepayment plan. 

In a sense, a supplemental loan is not "supplemental" at all, but 
rather, is becoming an integral part of the overall education financing 
package. As supplemental borrowing becomes more widespread, it will 
be increasingly important for financial aid providers to continue to 
learn more about the options families have to finance their children's 
college education. 



Endnotes 



^ Enrollment Management Consultants, "MHEAC^ERI Parent Sur- 
vey of Financing Education: Final Report," 1987, p. 24, 25. 

2 Marguerite J. Dennis, "First Impressions: The Impact of Reauthori- 
zation on the 1986-87 Academic Year as Report by Sixty-One Finan- 
cial Aid Administrators," Georgetown University, Washington, D.C , 
1987. 
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T he New England Student Loan Survey was conducted to gain insight 
into the impact of student loan payments on recent graduates. The 
study was initiated and funded by the New England Education Loan 
Marketing Corporation (Nellie Mae) and the Massachusetts Higher 
Education Assistance Corporation (MHEAC). The research was car- 
ried out by Sandy Baum, Associate Professor of Economics at Skidmore 
College, and Saul Schwartz, Associate Professor of Economics at Tufts 
University. 

The study was designed to gather information both on the attitudes 
expressed by borrowers and on the their objective economic behavior. 
The data came primarily from a mail survey sent out to a random 
sample of 2000 borrowers in repayment whose loans are guaranteed by 
MHEAC and have been purchased in the secondary market by Nellie 
Mae. The results are based on the 1350 complete surveys received. 
This unusually high response rate of nearly 70 percent contributes con- 
siderably to the reliability of the results. 

What follows is a brief summary of the study. Both a more detailed 
summary and the complete report are available either from the au- 
thors or from the sponsoring agencies. 



Characteristics of the Respondents 



he sample includes only individuals who applied for Guaranteed Stu- 
dent Loans during or after calendar year 1982. Those who declared 
themselves independent of their parents were excluded, as were those 
whose loans were not in repayment status as of May, 1987. 

The sample, like the Massachusetts population from which it was 
drawn, is approximately 94 percent white. 
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Median age is 26 years. About a quarter of the respondents are mar- 
ried and 37 percent are living with one or both of their parents. 

The first school attended after high school by 69 percent of the respon- 
dents was a four-year institution and 60 percent have earned at least a 
B.A. degree. 

Median household income for the respondents is about $25,000. 90 
percent are currently employed. Half have purchased new cars and 
another 35 percent own previously used cars. One-fifth of the respon- 
dents own their own homes. 

As expected, educational debt accumulated by these respondents is 
relatively high compared to that measured in previous studies. 44 
percent have monthly pajmients exceeding $100 and 17 percent pay over 
$150 a month. Average total indebtedness is about $7400, which is at the 
lower end of the range considered "unmanageable" in recent attempts to 
define manageable debt levels for college graduates in the mid-1980's. 

Summary of Findings 



orrowers reported that student loans significantly increased their 
access to and choice among post-secondary institutions. Almost 70 
percent said the availability of loans was very important in allowing 
them to continue their educations after high school. About 55 percent 
said the loans were very important in allowing them to enroll in the 
particular institution they attended. A similar majority of borrowers 
felt that the availability of loans allowed them to stay in school to 
complete their degrees. Individuals fi:-om low-income family back- 
grounds responded most positively to questions on the benefits they 
received from the student loans. This group was also, however, most 
likely to report that concern over accumulating debt had prevented 
them to devote fewer years to their education than they otherwise 
would have. 

About half of the respondents reported that they experience no hard- 
ship in connection with their student loan payments. On the other 
hand, according to the several measures of burden used, approximately 
30 percent of the respondents feel significantly burdened by their 
loans. With other factors held constant, higher monthly loan pa3nnients 
significantly increase the degree of hardship borrowers attribute to 
their student loan obligations. 
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There appears to be a gap between borrowers' subjective perceptions 
of burden and the objective impact of loan payments on their economic 
behavior. When other variables are held constant, monthly loan pay- 
ments do not have a significant impact on whether or not respondents 
own a house or a new car, or whether they have moved out of their 
parents' homes. 

Conclusions 



T he results of the New England Student Loari Survey suggest that 
current levels of student borrowing are not ^'mortgaging a generation." 
The borrowers surveyed are carrying average debts and making aver- 
age monthly payments which, by existing standards, might be expected 
to be ^'unmanageable.'* The evidence strongly suggests, however, that 
loan payments are not significantly affecting the ability of repayers to 
enjoy the constimption patterns typical of similar college graduates 
without high loan pa3niients. 

These results must be interpreted with caution. In addition to being 
geographically and demographically specific to Massachusetts, the 
sample includes only individuals who participated in the GSL pro- 
gram. Thus, those with high debt levels can be compared to those who 
borrowed less, but not to those who did not borrow at all. The survey 
also provides no evidence on those high school graduates who have 
chosen not to attend college because of the prospect of heavy debt 
obligations. 

Because of the influence of the size of monthly payments on percep- 
tions of hardship, these feelings can be expected to increase over time 
if loan pa3mients grow in relation to borrower earnings. The potential 
costs of student loans must, however, be weighed against the signifi- 
cant benefits of loans perceived by a large majority of bon'owers, par- 
ticularly those from low-income family backgrounds. The student loan 
program is clearly succeeding in its goal of increasing access and choice 
in higher education for lower and middle-income students. Still, many 
high school graduates do find their options restricted because they are 
required to undertake heavy future obligations in order to continue 
their educations. 

In sum, the results indicate that the current public concern over student 
debt is rooted in the reality of a sizeable number of graduates who feel 
unduly burdened by their debts. However, the hardship perceived 
by most of these borrowers is notjr^fl^cted in their consimiption patterns. 



Borrowing Patterns Among Graduate and 
Professional School Students 
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Sntroduction 



This paper will address two primary questions: 

(1) What factors account for the different borrowing patterns 
among graduate and professional school students? and; 

(2) If we find at some point that certain sub-groups of graduate and 
professional school students are over borrowing and experienc- 
ing debt biirden problems, what policy options can help to ad- 
dress these problems? 

It is important to note that in general, financial aid policies among the 
various graduate and professional school disciplines/fields (e.g., medi- 
cine, arts and sciences, etc.) are very diverse and are based on a vary- 
ing mix of need and merit. Given these differences, it is necessary to 
view both data and policies concerning graduate and professional 
school student financial aid in a disaggregated form and not lumped 
together as "graduate/professional school students financial aid**. 



Borrowing Patterns Among Graduate and Professional 
School Students 

Torrowing levels among graduate and professional school students vary 
by field of study (e.g. medicine, divinity, etc.), by institution type (e.g., 
public vs. private), by institution within public/private categories (e.g., 
Yale, Princeton in the private category and University of Minnesota 
and University of Florida in the public category), and by degree pro- 
gram (e.g.. Masters degree, Ph.D., M.D., etc.). The overall cimiulative 
education indebtedness of graduate and professional school students is 
also influenced by the extent to which an individual used loans to 
finance his/her undergraduate education, a factor over which 
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graduate and professional schools have no control. A recent survey 
showed that the average indebtedness for undergraduates who borrow 
was $6,685 for borrowers attending public institutions and $8,950 for 
borrowers attending private institutions^ 

Although there is not presently a standard and reliable source for data 
on the cumulative education debt levels (including undergraduate 
borrowing) of graduate and professional school students, some existing 
sources of data do provide some general insights and trends. For 
example, an analysis of data on individuals who filed the Graduate and 
Professional School Financial Aid Service (GAPSFAS) form between 
1981 and 1983 (see Appendix for detailed statistics) shows that gener- 
ally speaking, medical and dental school students borrow more on 
average than do law school students, business school students, and 
arts and sciences students^ and that borrowing levels among graduate 
and professional school students in all disciplines/fields are growing. 
These trends are also confirmed by a recent Georgetown University 
study^. 

Despite the current lack of precise data on borrowing by graduate and 
professional school students, we can point to some specific factors that 
determine general borrowing patterns. To a great extent, borrowing 
patterns among graduate and professional school students are a reflec- 
tion of the general philosophy implicit in financial aid policies for a 
particular field of study. For example, a 1973 Carnegie Commission 
Report notes: 

Advanced professional students in such fields as law, 
medicine, and dentistry have been predominantly self- 
supporting (i.e., are expected to use primarily loans to 
finance their education) . . . chiefly on the argument that 
the private returns to investment in professional educa- 
tion are high and that therefore students could be ex- 
pected to borrow against fiiture earnings . . .By contrast, 
in the arts and sciences, a high proportion of doctoral stu- 
dents have traditionally been supported by federal, foun- 
dation, or institutional fellowship fimds or appointments 
to teaching or research assistantships. This support has 
developed largely because societal returns have appeared 
to be significantly high and private returns relatively low 
in the academic disciplines^. 

Simply stated, prevailing ^'macro" level (i.e. , federal government, foun- 
dations, etc.) philosophies of and policies on student financial assis- 
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assistance significantly influence borrowing expectations, patterns, and 
levels among graduate and professional school fields and disciplines. 

In addition to the broad "macro" level factors discussed above, several 
institutional factors and factors related to field of study/discipline also 
significantly influence the extent to which loans are used. These fac- 
tors are best discussed in relation to the total overall cost of a particu- 
lar degree program. Generally and simplistically speaking, the total 
cost of a particular degree program to a student equals a student's 
annual expense budget (which includes all costs associated with attend- 
ing the degree program, i.e., tuition, room, board, books/supphes, 
transportation, and personal expenses), multiplied by the number of 
years it takes to complete the degree program. Hence, a one-year mas- 
ters degree program in business with a student budget of $20,000 will 
have an approximate total cost of $20,000 and a 3-year law degree 
program with a $20,000 student budget will cost roughly $60,000. 

An institution's financial aid packaging policies, that is the types 
(grants, loans, jobs) and levels (dollar amount) of student financial aid 
it awards, will determine the extent to which a student will need to use 
loans to finance his/her degree. For example, if an institution's finan- 
cial aid packaging policy is primarily loan-based, which is the case for 
many graduate and professional degree programs such as medicine, 
dentistry, law, and business, a student's financial need might be met 
with one or more loans. Alternative packaging policies might reduce 
the loan amount and award a grant and/or job to help meet the finan- 
cial need. The important point to be made here is that an institution's 
financial aid packaging policy (or lack thereof) has a significant and 
direct effect on the levels of indebtedness of its students. 

A graduate/professional school student's field of study/choice of degree 
program will also play a direct role in determining his/her cumulative 
education debt level. As was mentioned above, policies and philoso- 
phies of the federal government and foundations regarding financial 
aid tend to set the tone for the extent to which sub-groups of graduate 
and professional school students will use loans to finance their educa- 
tion. In addition, each field of study/degree program tends to embody a 
particular pattern of financial support for students (e.g., self-help 
through borrowing in the fields of medicine, dentistry, law, and busi- 
ness; grant/fellowship/research assistantship support in the arts and 
sciences). The differences in the embodied patterns of student financial 
support are reflected in the different levels of borrowing that result 
among graduate and professional school fields and degree programs. 
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As graduate and professional school tuitions, student expense budgets, 
and self-help expectations (i.e., the amount a student is expected to 
borrow or earn through tmplojntnent) rise, and as students enter 
graduate and professional schools with higher undergraduate debts, 
the question arises: What can we do if we find that at some point in 
the future that graduate and professional school students have over 
borrowed and have education debts that are xmmanageable? The 
question is not a new one, nor is it an easy one to address. However, 
some of the poUcy options for addressing this potential problem and 
the possible responses graduate and professional school student might 
make are worth reviewing. 



Policy Options/Responses 



X he author wotdd argue that policy options/responses to address unman- 
ageable education debts fall into two broad categories. The first cate- 
gory consists of options/responses which lower borrowing levels. The 
second category includes various strategies/responses which do not 
lower debt levels, but rather, make existing loan levels more manage- 
able. It will be helpful to examine these two sets of policy options/ 
responses in more detail. 



Policy Options/Responses Which Lower Debt Levels 



I f it can be determined that certain groups of graduate and professional 
school students have over borrowed and that their education debts are 
becoming unmanageable, one possible set of solutions to this problem 
could involve lowering debt levels. Specific strategies that could bring 
this about include the following: 

(1) Increase the level of grant support and decrease the loan compo- 
nent of financial aid packages; 

(2) Increase the emplojnment component of financial aid packages 
and reduce the loan component; 

(3) Students might choose to attend graduate/professional school 
on a part-time basis rather than on a full-time basis; 
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(4) Students might choose to attend less expensive graduate/profes- 
sional schools and/or attend graduate/professional schools whose 
financial aid policies are less loan-based; and at the extreme, 

(5) Students might decide not to go to graduate/professional school 
at all. 

The costs, benefits, constraints, and consequences of each of the above 
alternatives are very considerable. Both students and the graduate/ 
professional schools they attend are affected in different ways by each 
option. 

Although the debt burden issue could be resolved quickly and neatly by 
simply providing bigger grants to students and reducing the loan 
component of their financial aid packages, the cost constraints of this 
approach make this option virtually impossible; where would this 
additional grant money come from? As has been discussed above, the 
federal government has, in recent years, shifted its financial aid dol- 
lars away from grants toward loans; a shift in the opposite direction 
appears unlikely in the near future. Other potential sources of addi- 
tional grant money include states, foimdations, corporations, and 
colleges/imiversities themselves. However, given the existing con- 
straints and competing demands on these institutions, significant 
additional funding for grants to graduate and professional students is 
uncertain at best. In short, replacing loans with grants is an ideal, but 
unlikely solution. 

The notion of working more and borrowing less as a way of lowering 
graduate/professional school debt is limited by time constraints facing 
students in certain degree programs. For example, degree programs 
such as medicine and dentistry require a commitment of nearly all of 
one's time leaving little or no time for employment. Graduate/profes- 
rdonal students in such fields as education, arts and sciences, and 
divinity are more able to work while they are pursuing their degrees. 

Clearly, working more enables an individual to rely less on loans; 
however, there are certain consequences. For example, working too 
many hours at a job may take time away from a student's academic 
work and may affect the quality of one's studies. In addition, working 
longer hours may increase the amount of time it takes for an individ- 
ual to complete his/her degree. 

Attending graduate/professional school on a part-time basis instead of 
a full-time basis as a means of reducing reliance on loans is accompa- 
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nied by the same major constraints and consequences (i.e., time fac- 
tors) of the "working more** option. As was suggested above, graduate/ 
professional study in certain fields (e.g., medicine, dentistry) requires 
full-time study; part-time study is not an option. Part-time graduate/ 
professional study in such fields as business, education, law, etc. is 
possible (although not common at top-ranked schools). As a result, 
students in such fields can reduce their reliance on loans by attending 
part-time (thus paying less tuition at a given time). 

The major consequences of the part-time study option (for fields of 
study/degree programs where it is actually a possibility) for reducing 
one's reliance on loans is that it takes longer (sometimes much longer) 
to complete one's degree program. In addition, the concern is some- 
times raised that pursuing a graduate/professional degree on a part- 
time basis can take away time and effort from one's studies and can 
possibly have a negative effect on the quality of one's academic work. 

The option of reducing one's reliance on educational loans by attending 
a less expensive graduate/professional school or a graduate/profes- 
sional school whose financial aid policies are less loan-based is an 
option that would have potential negative consequences for high cost 
graduate/professional schools with loan based financial aid policies. 

Two major constraints which accompany this partictdar option are 
that: (1) in many cases, high cost graduate and professional schools 
are perceived as high quality institutions so students may believe that 
lowering their reliance on loans by choosing to attend a less expensive 
institution may result in a lower quality education and/or a lower 
return on investment (i.e., lower future income potential) and (2) as 
was detailed above, the prevailing financing patterns for graduate and 
professional degrees vary by field of study; in some cases a less expen- 
sive/less loan-based alternative may not exist in certain situations 
(e.g., medical degrees are generally financed through loans regardless 
of what institution one attends). 

Finally, another option for lowering one's reliance on loan financing is 
to choose not to attend graduate or professional school at all. For an 
individual choosing this option, the issue can be characterized as fol- 
lows: the future return on investment/monetary benefits (i.e., in- 
creased earnings) of graduate and professional education do not out- 
weigh the burden of student loan debt required of individuals in order 
to pursue a particular graduate or professional degree. Data on such 
decisions can be derived from surveys of individuals who are accepted 
to a particular graduate/professional degree program but decide not to 
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attend. A second source of information on this issue might also be 
surveys of individuals who do not apply to graduate/professional 
schools at all due to the fact that the use of loans would be expected as 
the primary source of financial support. (Identifying these individuals 
is admittedly quite difficult.) 



Policy Options for Making Existing and Future Educational 
Debts Manageable 



second set of potential solutions to unmanageable debt levels among 
graduate and professional students involve not lowering debt levels, 
but rather, making existing and fiiture debt levels manageable. Some 
specific strategies that serve to make educational debt levels manage- 
able (but do not lower them) include: 

(1) Extending the loan repayment on educational loans fi:om the 
present 10 years to 15, 20, or 30 years; 

(2) Modifying repajnuent schedules from existing fixed terms (e.g., 
equal pajnnents over 10 years) to a graduated repayment 
scheme (e.g., smaller payments in early years, larger pa5rments 
in later years); 

(3) Offering borrowers the opportunity to consolidate their educa- 
tional loans, converting multiple loan payments into a single 
payment; 

(4) Making loan deferment/loan forgiveness plans available to 
borrowers with high educational debts and low salaries; and 

(5) Providing income-contingent loans. 

As was the case with the set of policy options which were discussed 
previously, the five policy options in this category vary with regard to 
costs, benefits, constraints, and consequences. It will be helpful to 
review each of the five options in more detail. 

Extending the loan repayment period for educational loans from the 
present 10 years to a longer repayment period (15, 20, or 30 years) 
makes loans more manageable by lowering the required monthly pay- 
ment. However, since interest accrues for the duration of the repay- 
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ment period, the total cost of the loan (principal plus interest) becomes 
higher as the repayment period is lengthened. 

In addition to increasing the total cost of the loan to the borrower, 
stretching out the repayment period also raises the lender's costs. 
Balderston notes this as follows: **Very long periods of loan amortiza- 
tion woxiid entail high costs of administration and record-keeping in 
loan repayment; so it is easy to see why lending agencies prefer to keep 
the amortization period as short as they can"^ 

Another way to make educational loans more manageable is to change 
the existing fixed repayment schedule (equal payments over 10 years) 
to a graduated repa3rment scheme (e.g., smaller payments in the early 
years of repayment, larger pa3rments in the later years). The underly- 
ing assumption of this approach is that the individual's salary is at its 
lowest in the year following graduation and increases over time from 
this point. Since the repayment period is not extended, additional 
administrative costs and the complexity associated with longer repay- 
ment are not involved in the graduated repayment option^ 

While a graduated repayment schedule does help to alleviate debt 
burden in the low-salary, early repayment years, the approach can 
result in debt burden problems in later years. A 1980 Congressional 
Budget Office report offers both a caveat and an alternative approach: 

"In keeping initial repayments low one must be careful not to 
create excessively high future pasrments. Any constantly in- 
creasing graduated repayment scheme that appreciably reduces 
initial repayments must also appreciably increase future repay- 
ments, while any scheme that holds future repa3rments to only 
marginal increases will not reduce the initial repayment burden 
by much. On the other hand, gradually increasing repa5rments 
only during the first few years of the loan can appreciably re- 
duce the initial burden without imposing a serious burden in 
later years"*'. 

A third approach to making educational loans more manageable is loan 
consolidation. Specifically, this makes loans more manageable by 
requiring that the borrower make only one monthly payment on a 
single consolidated loan instead of multiple monthly repayments on 
several loans. (Note: In addition to requiring only one monthly pay- 
ment, the repayment period is sometimes extended for borrowers who 
consolidate other loans). 
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Loan consolidation is now permitted under recent amendments (passed 
in September 1986) to the Higher Education Act of 1965®. To qualify, a 
borrower must have a portfolio of at least $5,000 in federally backed 
student loans (e.g., GSL, Perkins Loans, etc.). One organization au- 
thorized to consolidate student loans is the Student Loan Marketing 
Association (Sallie Mae). Sallie Mae's consolidation option provides for 
a repayment period of 10 to 25 years and an interest rate of the 
weighted average of the loans in a student's loan portfolio. Both fixed 
pajnnent and graduated payment options are available. 

Clearly, the primary advantage of loan consolidation is that the bor- 
rower has only one monthly payment rather than several, making 
one's loan burden significantly more manageable. The down side of the 
consolidation option is that the borrower loses the lower interest rate 
of the original loan and the longer repayment period (in combination 
with the higher interest rate) increases the total cost of the loan. 

At least one observer is vinenthusiastic about the potential merits of 
loan consolidation: "consolidating and refinancing loans present a 
financial windfall for lending institutions and secondary markets 
rather than contribute to the relief of individual borrowers."^. 

A wide variety of loan deferment provisions and loan forgiveness plans 
serve to make student debt burdens more manageable. These provi- 
sions and plans are offered by the federal government and/or colleges 
and universities. 

Deferment provisions allow borrowers to delay the repayment of their 
loans (although not usually to reduce their loan payments). For ex- 
ample, repayment on federally backed loans can be deferred if a bor- 
rower serves in the Peace Corps or military for a period of three years, 
serves as a volunteer in certain domestic service/anti-poverty pro- 
grams, or does qualified internship work in medicine or public health^^. 
Deferment of loan pajrments makes debt burdens more manageable by 
suspending loan payments during periods when a borrower's income is 
relatively low. 

An increasing number (approximately twenty at present) of graduate 
and professional schools (primarily law, government, and business 
schools) are offering loan deferment and forgiveness programs for 
graduates who take low-paying public-sector/non-profit jobs afler 
graduation^ ^ These programs vary from university to university, but 
share the following characteristics: 

If ^7/^ 
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• A graduate must be earning an average of $30,000 or less to 
qualify; 

• Schools help alumni pay off loans by lending them a portion of 
the money (typically at no interest), to do so; 

• Forgiveness of loans starts after a graduate has remained in a 
program for a specified period of time (usually three years, but 
as many as ten); and 

• Graduates who leave the program to take a higher-paying job 
before their loans are forgiven must repay the money their 
university lent them^^. 

Some programs cover education debts incurred at the undergraduate 
level, in addition to graduate/professional school debts. The costs of 
loan forgiveness programs are generally covered by the university 
offering the program. The major costs (aside from the dollar amount of 
forgiven loans) include staffing costs for administrative tasks such as 
salary certification of graduates, review of tax returns, and loan pay- 
ment calculation. The more complex the forgiveness program, the 
higher the administrative costs. 

In most cases, loan forgiveness programs are established to make it 
possible for graduates with high debt levels to take jobs in lower- 
pa3dng, but socially important positions. For example, the Harvard 
Law School's Low Income Protection Plan (LIPP), established in 1978, 
was one of the first loan forgiveness programs to be offered to indebted 
students entering lower paying public service/public interest work. 
Under the most recent LIPP provisions (1987), all law school debts are 
covered for all Harvard Law School graduates who take jobs with 
annual salaries from $20,000 to $29,000, are required to devote a small 
percentage of their salary to loan repayment; the remaining portion of 
the required payment is forgiven. An annual salary increase allowance 
13 built into the provisions of the program. 

The Kennedy School of Government at Harvard recently created a 
program that forgives or defers loan pasnments for its graduates who 
enter low-paying public-sector jobs after graduation. The program 
forgives all loan payments for graduates who earn less than $15,000 
per year. Graduates who earn from $15,000 to $30,000 annually after 
graduation are eligible to defer loan payments in excess of 10 percent 
of their gross annual income. Graduates with annual earnings of less 
than $30,000 for more than five years following graduation have loan 
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payments in excess of 10 percent of their annual income forgiven. The 
$30,000 income ceiling will be adjusted annually by the inflation rate. 

A Kennedy School administrator notes that the goal of the loan forgive- 
ness program is to "prevent any graduate from the (Kennedy) School 
from being precluded from the public service jobs for which they have 
been trained because of an immanageable loan burden."^^ The average 
loan debt for KSG students graduating in 1987 was estimated to be 
$19,000. KSG officials estimate that up to one-half of the school's 
graduates could be eligible for some aspect of the new program. 

A fifth approach to making educational debts more manageable is to 
provide income-contingent loans. These loans link repayments to the 
borrower's salary by requiring that individual borrowers devote a fixed 
percentage of their income to student loan repayment. The dollar 
amount to be paid each month and the total repayment period will 
vary according to salary level. (Note: Income-contingent lending is also 
referred to as "deferred tuition, tuition postponement, and pay-as-you- 
earn''^^ 



The United States Department of Education has recently established a 
pilot Income Contingent Loan (ICL) program^^. This program has been 
characterized by Bruce Games, Deputy Undersecretary (Budget and 
Planning) of the Department of Education as, . . the single biggest 
advance in the financing of higher education for students in the last 15 
years.**'® 



The new ICL program is currently operating on a limited basis ($5 
million) at 10 institutions^'^. ICL's are not subsidized by the federal 
government; interest is charged from the receipt of the loan at the pre- 
vailing Treasury Bill rate plus 3 percent (8.6 percent as of early 1987). 
There is not a fixed repayment period for ICL's; students' monthly loan 
payments are set at a level no higher than 15 percent of a borrower's 
gross annual income. (It is interesting to note that 15 percent of gross 
annual income was the highest definition of manageable educational 
debt among the proposed definitions discussed earlier in this paper). 

According to the present provisions of the ICL program, eligible under- 
graduates at participating institutions can borrow up to $17,500 over 4 
years. Participating institutions administer the loans, check borrow- 
ers* income each year, calculate and adjust (if necessary) repayment 
amount, an collect loan payments'®. If the pilot ICL program proves to 
be effective, the Department of Education hopes to expand the program 
to 1,500 institutions and include graduate and professional students; 
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proposals also call for increased ICL borrowing limits (from the current 
$17,500 to $50,000). 

The ICL program cxirrently has strong support of Reagan Administra- 
tion officials. Commenting on the potential benefits of the ICL pro- 
gram. Undersecretary of Education (Budget and Planning) Cames 
suggested that the new program, **would help reduce defaults (which 
currently cost the Federal Government more than $1 billion annually) 
that result when fixed repayment rate under the GSL program proves 
too burdensome for recent graduates' incomes."^® Cames also noted 
that by participating in the ICL program, **students planning to enter 
low-income fields would be able to take out loans and still meet their 
repayment obligations even if they went to an expensive private 
school.'^^ 

Income-contingent loans represent an effective and at present, politi- 
cally popular approach to addressing the educational debt burden 
issue. However, some of the consequences of the ICL program include: 
(1) higher total bonowing costs for students due to higher interest rate 
and extended repayment period, and (2) higher administrative costs to 
participating institutions due to the complex nature of certifying bor- 
rowers* salaries, calculating and adjusting loan pa)nments, etc. . . . 

The cost and perceived benefits of the pilot ICL program will be influ- 
ential factors in the fixture of this approach to the student debt man- 
agement issue. 



The Future of Borrowing and Debt Burden Among Graduate 
and Professional Students 

Although there is not at present compelling statistical evidence that 
graduate and professional school students have over borrowed on a 
large scale, it seems both prudent and responsible for administrators 
and policymakers to monitor borrowing levels among graduate and 
professional school students and to be attentive to the potential conse- 
quences of steadily growing tuitions and self-help expectations. 

Good data and studies may not be sufficient to identify and address 
emerging education debt problems. As Hansen notes: 
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Better research, even if we had it might not tell us what we 
need to know when we need to know it. Sometimes analysis 
is a conservative force since it may be hard to document a 
problem imtil it becomes so serious that it is overwhelming^^ 

Recent economic events such as the stock market plvinge have caused 
many people to pause and reflect on their present and future financial 
position. Perhaps too it might be advisable to pause and think about 
the potential impact of the growing use of loans by graduates and pro- 
fessional school students. 
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Abstracts 



The Impact of Congressional Methodology on New Jersey 
Dependent College Undergraduate Aid Eligibility, 
Lutz K. Berkner 



ongressional Methodology will have a major impact on New Jersey 
dependent college undergraduates by replacing the $700/$900 "sum- 
mer savings" student contribution with an amoimt equal to 70 percent 
of actual prior year student earnings. The impact will be proportional 
to family income and class level: the higher the family income and the 
higher the class level, the greater the average student earnings and 
the greater the reduction in federal aid eligibility. Simulations using 
the Fall 1987 reported student earnings data (which was unverified) 
showed that 45 percent of New Jersey dependent college federal aid re- 
cipients would have an average reduction in aid eligibility of about 
$1500, or an aggregate reduction in eligibility of $44 million. Fall 1987 
GSL borrowers would lose about 20 percent of their loan dollars and 
one-quarter of the borrowers at public colleges would lose all GSL eligi- 
bility. Simulations using fall 1987 data indicated that 40 percent of 
the New Jersey state grant recipients would receive reduced awards if 
the eligibility criteria were changed from UM to CM. Fall 1988 appli- 
cant data shows that these effects were underestimated, and that over 
60 percent of the applicants have had their aid eligibility reduced by 
an average of $2,000. Although New Jersey will not use CM to deter- 
mine eligibility for state grants, CM has created an "overpackaging" 
problem on the campus which will require a change in aid packaging 
procedures to prevent federal regulations from reducing state aid 
eligibility. 
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The Impact of Congressional Methodology on the Minnesota 
State Scholarship and Grant Program, Gerald L Setter 

C ongressional Methodology has replaced Uniform Methodology, the 
need analysis used in the Minnesota State Scholarship and Grant 
Program, as the •^standard" need analysis. Incorporating Congres- 
sional Methodology would decrease state spending by about $10 mil- 
lion. The impacts wotdd be concentrated among those appljdng as 
independent students and attending pubHc two-year institutions. 



Impact of Congressional Methodology on University of 
Minnesota Twin Cities Campus Financial Aid Applicants, 
Reed Carpenter 

T his paper examines the consequences that Congressional Methodology 
holds for five student categories that compose the financial aid appli- 
cant population at the University of Minnesota's Twin Cities campus. 
To evaluate the efForts of these changes on campus-based appropria- 
tions and campus-based entitlement aid, a worst case example was 
used. The lowest student expense budget used at the University of 
Minnesota Twin Cities campus for the 1987-88 academic year was 
applied to all students included in the sample. Expense budgets for 
students with dependents or spouses were reduced under CM to reflect 
new federal policy. 

In the competition for campus-based appropriations, married students 
with no children are the big winners, while single students with no de- 
pendents and married students with dependents lose relatively. Stu- 
dents with dependents or a spouse maintain their priority relative to 
students with no dependents. In aggregate, students will exhibit less 
need. 



The Impact of Congressional Methodology 
on New Jersey Dependent College 
Undergraduate Aid Eligibility 

Lutz K. Berkner 

Coordinator for Student Assistance Research Ofiice of Student 
Assistance, New Jersey Department of Higher Education, Trenton, NJ 



Introduction 



he major change introduced by Congressional Methodology (CM) for 
dependent undergraduates is that the student^s portion of the "Ex- 
pected Family Contribution" (EFC) will be based on actual student 
earnings in the prior calendar year. Under the current "Uniform 
Methodology" (UM), actual student earnings are generally not taken 
into accoimt; instead there is a fixed amount ($700 for freshmen, $900 
for others) representing "summer savings" included n the EFC. With 
Congressional Methodology, which will be the required need analysis 
method for all federal programs except Pell grants starting in 1988, 
the $700/900 will be the minimimi student contribution. If 70 percent 
of actual after- tax student earning exceeds this minimum, this be- 
comes the new, higher student contribution. This generally means 
that any student who earns more than about $1,200 in the prior year 
will be eligible for less aid. 

This study simulates the effect of the "Congressional Methodology" 
need analysis on dependent college undergraduates from New Jersey 
who were eHgible for financial aid in the fall of 1987. It excludes 
graduate students, students at proprietary vocational schools, and self- 
supporting "independent" students. Approximately 80 percent of New 
Jersey college undergraduate aid recipients in 1987 were dependent 
students. 

The effect of using CM for need analysis on dependent college under- 
graduates was studied from three perspectives: 

1. The effect on aggregate "need" (aid eligibility) of all depend- 
ent college undergraduates from New Jersey who qualified 
for federal student aid in the fall of 1987. 
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2. The effect on the GSL loan eligibility of dependent college 
undergraduates from New Jersey who received a GSL loan 
in the fall of 1987. 

3. The potential effect on the New Jersey state Tuition Aid 
Grant (TAG) program. This program is limited to New 
Jersey residents at New Jersey colleges. 

The results of the simxilations using fall 1987 reported student earn- 
ings are similar in all three cases. Congressional Methodology appar- 
ently would result in the reduction of financial aid for 35 percent-45 
percent of all currently eligible dependent college imdergraduates. The 
average reduction in aid eligibility for those affected would be between 
$1500-$1700. 

(1) The effect on the aggregate ''need" of New Jersey students 

In the Fall of 1987 there were about 67,000 dependent college under- 
graduates from New Jersey eligible for federal aid using Uniform 
Methodology to determine ^^need" (college costs minus the Expected 
Family Contribution). 

Table 1 shows the effect of recalculating the Expected Family Contri- 
bution for these students using Congressional Methodology. About 6 
percent would lose all aid eligibility; another 38 percent would be eli- 
gible for less aid. The aggregate "need" would drop by about $44 mil- 
lion, or over 10 percent. Average aid eligibility per student would be 
reduced by $650, but this includes the 56 percent who would not be 
affected. The 38 percent receiving reduced aid would lose an average 
of $1,400; those who became ineligible would lose over $1,900. 

The impact is greatest at the lower cost New Jersey public institutions, 
where total aid eligibility would be reduced by about $18 million, or 18 
percent. At higher cost in-state independent colleges and out-of-state 
institutions, the reduction would be about 10 percent. 

Student earnings of dependent aid applicants from New Jersey are 
directly related to family income and class level: the higher the family 
income and the higher the class level, the greater the amount of prior 
year student earnings. About one-third of students with family in- 
comes imder $12,000 would be eligible for less aid because of their 
earnings; nearly half of those with family incomes over $40,000 would 
receive less aid. The average amount of the reduction, however, is 
greater for those lower income students who are affected. Students are 
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more likely to work and increase their earnings as they advance 
through college: while about one-third of the incoming freshmen would 
lose aid eligibility, over half of the seniors woxild be affected. 

(2) The effect on the New Jersey GSL program 

In the Fall of 1987 there were about 29,000 dependent college under- 
graduates receiving $68 million in GSL loans guaranteed by the New 
Jersey state agency (another $70 million in GSL was borrowed by 
graduate students, proprietary school students, and self-supporting 
college students). This represents a 20 percent decline in the New 
Jersey GSL program from the prior year. Much of this decline can be 
attributed to the introduction of Uniform Methodology in determining 
GSL "need" in 1987, but some of it is due to a loss of state agency loan 
volimie to national guarantoi s. 

Table 2 shows the effect of Congressional Methodology on 1987 GSL 
dependent borrowers. About 12 percent of the dependent imdergradu- 
ate borrowers would lose their GSL eligibility entirely; at the lower 
tuition public colleges about one-quarter of the current borrowers 
would become ineligible. Another 28 percent woxild have the amount that 
they may borrow reduced by the average of $860. In the aggregate. New 
Jersey dependent imdergraduates v/ouldlose $13 million in GSL fimds or 
about 20 percent of the amount borrowed in the Fall of 1987. The impact 
is again directly proportional to family income and class level. 

(3) The effect on students receiving New Jersey Tuition Aid Grants 

The New Jersey Tuition Aid Grant (TAG) program is based on Uniform 
Methodology for dependent students to calculate a **New Jersey Eligi- 
bility Index** (NJEI) which determines the size of the award. Like 
many other states, New Jersey considered adopting Congressional 
Methodology for the state grant programs starting in 1988. Our analy- 
sis showed that about 40 percent of our current state aid recipients 
would have their Tuition Aid Grants reduced or eliminated if New 
Jersey adopted Congressional Methodology. The total loss to students 
in state grant aid alone would have been $6 million, or over 10 percent 
of the funds currently available. New Jeisey will not adopt Congres- 
sional Methodology for its programs. 

Table 3 shows the results of the simulation on the TAG program using 
1987 reported student earnings. Thirty-eight percent of the 1987 state 
grant recipients would have their student contributions increased by 
over $100. The average student contribution for those with an increase 



ERIC 



188 



190 



Lutz K. Berkner 



would be about $2,700 compared to a current average of $955. That is, 
the average EFC would be increased by about $1,700 for the 12,000 
students affected, resulting in an average reduction of $500 in state 
grant awards. 



The "Overpackaging" Program 



E ven though New Jersey will not use Congressional Methodology for 
state grant awards, the wholesale adoption of CM by campuses to 
determine the standard EFC for all students could in fact result in the 
same $6 million reduction in state grant awards because of aid **over- 
packaging." If campuses follow the traditional financial aid packaging 
procedure of subtracting the (CM) EFC from Educational Costs to 
establish '^need,'* then 15 percent of the current dependent Tuition Aid 
Grant recipients would lose an average of $1,400 in state grants be- 
cause the amoimt of the state grant would exceed the federal ^^need*" 
determined by Congressional Methodology (see Table 4). 

In order to maintain the eligibility of students for the total amount of 
state grant aid to which they are entitled, a new aid packaging strat- 
egy must be adopted to determine if there is any remaining federal aid 
^^need'' after Pell and state grant awards. 

Since the CM EFC is not required unless federal campus-based aid or 
GSL are included in the aid package, packaging procedures should 
start by subtracting the Pell Grant (if any) and state grant awards 
from Educational costs, and then subtracting the CM EFC. If any 
federal '^need'' remains, it can be met through campus-based or GSL 
funds. If the sum of Pell and state grant awards is greater than the 
CM EFC, there is no requirement to use the CM EFC for packaging. 
Whether all campuses will adapt their procedures to maintain maxi- 
mum student aid eligibility remains to be seen. 



The Actual Impact Will Be Greater 



All of the simulations discussed above were based on the dependent 
student earnings reported on the 1987 financial aid forms. Since the 
Uniform Methodology calculations did not normally include a contribu- 
tion fi*om student earnings, the student earning data was neither 
required nor verified prior to 1988. 
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Applications received through June for the 1988-89 state grant awards 
indicate that student earnings have been substantially undereported 
in the past, and that the simtilations shown above underestimate the 
full impact of Congressional Methodology on dependent students. On 
the actual applications for 1988, nearly 60 percent (instead of the 40 
percent estimate) of the dependent students have had their earning 
contributions increased above the $700/900 minimum, for an average 
loss of $2,000 in aid eligibility (instead of $1,500). Average aid eligibil- 
ity for the 60 percent affected has been reduced by two-thirds at the 
community colleges (from $3,100 to $900), reduced by half at the four- 
year public colleges (from $4,700 to $2,700) and reduced by one-quarter 
at independent colleges (from $8,700 and $6,800). The current esti- 
mates (June 1988) are shown in Tables 5 and 6. 
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Table 6: 

New Jersey Dependent College Undergraduates 
Average Eligibility for Student Aid Before 
and After Congressional Methodology 



20000 ■ 
17500" 
15000 



12500- 



10000 
7500 



Students 
Affected: 



Fall 1988 State Grant Applicants 



Aid Before CM 
Aid After CM 



$4,700 





Community Colleges 
62% 



mm 



Four Year Public Colleges Independent Colleges 
59% 58% 



ERIC 



20i 



198 



Lutz K. Berkner 



Table 7 

GSL Default Rates, 1977-1985 
Minnesota Residents and Those Attending Minnesota Institutions 

Definition #1 - Volume of Loans in Default / Volume of Loans Issued 





Tech. 


Community 


State 


U. of 


Private 


Two- Year 


Grad. / 




Inst. 


Colleges 


Univ. 


Minn. 


4-Year 


Private 


Prof. 


Year 


(1) 


(2) 


(3) 


(4) 


(5) 


(6) 


(7) 


1977 


29.1 


31.1 


19 .3 


16.2 


17.7 


20.5 


13.5 


1978 


28.0 


27.1 


16.5 


14.9 


14.1 


24.4 


11.0 


1979 


25.4 


23.2 


16.5 


14.7 


13.2 


22.9 


8.1 


1980 


22.9 


23.5 


13 .2 


11.7 


10.9 


22.2 


7.4 


1981 


22.3 


20.2 


9.4 


9.7 


7.4 


21.1 


4,9 


1982 


23.9 


24.0 


10.2 


8.4 


8.0 


21.5 


6,7 


1983 


18.0 


17.8 


8.1 


6.2 


5.3 


16.4 


7,0 


1984 


7.1 


7.5 


3.6 


2.4 


1.9 


7.2 


2,3 


1985 


1.1 




* 


* 


it 


1.1 


*• 


Definition #2 


- Number of 


Loans in 


Default 


1 Number 


of Loans 


Issued 




Tech. 


Community 


State 


U. of 


Private 


Two- Year 


Grad./ 




Inst. 


Colleges 


Univ. 


Minn, 


4- Year 


Private 


Prof. 


Year 


(1) 


(2) 


(3) 


(4) 


(5) 


(6) 


(7) 


1977 


28.3 


30.9 


18.5 


15.7 


15.4 


22.3 


13.1 


1978 


26.7 


26.1 


15.8 


16.4 


14.0 


26.4 


10.4 


1979 


25.3 


22.8 


15.4 


14.3 


13.0 


24.5 


7.4 


1980 


23.2 


24.0 


12.6 


12.2 


10.6 


23.3 


7.1 


1981 


23.3 


21.5 


10.3 


10.5 


7.8 


22.7 


5.1 


1982 


24.9 


25.8 


10.8 


10.6 


8.1 


23.9 


5.8 


1983 


21.1 


20.1 


8.9 


8.3 


6.1 


18.0 


5.8 


1984 


8.0 


8.8 


4.3 


3.1 


2.4 


7.9 


2.5 


1-^85 


1.2 


* 


* 


* 


* 


1.3 


* 



Source: Computations by the authors from data provided by MHECB. 
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The Impact of Congressional Methodology 
on the Minnesota State Scholarship and 
Grant Program 

Gerald L. Setter 

Minnesota Higher Education Coordinating Board* 



I n the 1986 amendments to the Higher Education Act, the U.S. Con- 
gress specified formulas for determining the expected parental and 
student contributions. These formulas have become known as the 
Congressional Methodology. Congressional Methodology must be used 
for all Title IV programs except the Pell Grant Program and the State 
Student Incentive Grant Program. Congressional Methodology has 
replaced Uniform Methodology, the need analysis used in the Minne- 
sota State Scholarship and Grant Program, as the "standard" need 
analysis used for financial aid. 

Need analyses are taxing systems. Two systems that purport to reflect 
the same philosophy often produce different results. Small differences 
in allowances, exemptions, offsets and assessment rates combine to 
have significant impacts. A change designed to help one group disad- 
vantages everyone else. Any system that has been adjusted to help 
multiple groups should be evaluated to determine its overall impact. 

The remainder of this report analyzes the impact of changing from the 
Uniform Methodology to the Congressional Methodology on the Minne- 
sota State Scholarship and Grant Program. Two facets are examined. 
First, the expected parental contribution for dependent students are 
analyzed. Second, the impact on total spending for the ri^ogram is 
analyzed. 
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* All comments, conclusions and opinions are those of the author and are not necessarily shared 
by the MHECB. The author is grateful to the MHECB for its assistance in conducting this 
report. 
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The Concept of the Design for Shared Responsibility 



he Minnesota State Scholarship and Grant Program is based on a 
concept called the Design for Shrred Responsibility. Because students 
are the primary beneficiaries of a postsecondary education, the Design 
for Shared Responsibility assigns them the primary responsibility for 
financing the cost of attendance. This assignment is called the student 
share and is set at 50 percent of the cost of attendance. The remaining 
50 percent of the cost of attendance, called the parent-government 
share, is met by an expected parental contribution and by a combina- 
tion of federal Pell grants and state scholarships and grants 

The cost of attendance is the sum of tuition, fees and a living and 
miscellaneous expense allowance. The living and miscellaneous ex- 
pense allowance for Fiscal Year 1988 is set at $2,985. For students 
attending public institutions, the actual tviition and fees are used in 
determining the award. For students attending private institutions, 
allowed tuition and fees are capped at a level that represents the cost 
of instruction in public institutions. In Fiscal Year 1988, the cap for 
students attending private four-year institutions if $5,875. The cap for 
students attending private two-year institutions is $4,568. 

The expected parental contributions used in the Minnesota State 
Scholarship and Grant Program is determined using Uniform Method- 
ology. Applicants meeting the criteria of an independent student are 
evaluated to determine if they can be expected to cover part or all of 
the parent-government share. A Minnesota Student Contribution is 
calculated for those eligible to apply as independent students. The 
Minnesota Student Contribution uses the Uniform Methodology ex- 
pected student contribution as its base. Because the cost of attendance 
does not include an allowance for family members, the expected stu- 
dent contribution is adjusted. The deduction is based on the number of 
dependents the student has. In the Fiscal Year 1988, the following 
deductions were made to obtain the Minnesota Student Contribution: 



No Dependents: 
One dependent: 
Two dependents: 



$0 



Four dependents: 
Five dependents: 



Three dependents: 



Each additional dependent: 



$6,108 
$8,103 
$10,465 
$12,708 
$15,198 
$1,568 



ERiC 



212 



The Impact of Congressional Methodology. 



205 



The state scholarship or grant award is based on the parent-govern- 
ment share. First, the expected parental contribution for dependent 
students or the Minnesota Student Contribution for independent stu- 
dents is subtracted from the parent-government share. Second, the 
Pell grant is subtracted. Third, a state scholarship or grant is awarded 
to cover the rest of the parent-government share. With these parame- 
ters, the maximum state scholarship or grant award works out to be 
$4,430. 



Source of Data 



T he analysis of the changes in the expected parental and student contri- 
butions are based on simulations produced by ACT. ACT used a 10 
percent sample of Fiscal Year 1988 Minnesota State Scholarship and 
Grant Program applicants. 



Differences in Expected Parental Contributions for 
Dependent Students 



P or students applying as dependent students, expected parental 
contributions are similar using the two methodologies. On average, 
the projection using the Congressional Methodology is $2,986, while 
the projection using the Uniform Methodology is $2,713. Expected 
parental contributions were higher using Congressional Methodology 
for those with incomes greater than $12,000 and lower for those 
with incomes less than $12,000. Table 1 shows these results. 



Differences in Expected Student Contributions for 
Independent Students 



The two methodologies produced quite different projections of expected 
student contributions for those applying as independent students. In 
order to identify the impacts, the population of those eligible to apply 
as independent students is divided into four sub-groups. 
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Unmarried With No Dependents 



F or unmarried students with no dependents applying as independent 
students, the average projected expected student contribution using 
the Congressional Meth )dology is $4,395. This compares to an average 
Minnesota Student Contribution of $1,953. Using Congressional Meth- 
odology, the average student in this sub-group would no longer qualify 
for a state scholarship or grant if attending any public institution or 
most private institutions. Using the Minnesota Student Contribution, 
the average student in this sub-group would qualify for a state scholar- 
ship or grant at almost all institutions. The projection of expected 
student contributions using the Congressional Methodology is higher 
than the Minnesota Student Contribution across the income spectrum. 
Table 2 shows these results. 



Unmarried With Dependents 

For unmarried students with dependents applying as independent 
students, the average expected student contribution projected using 
Congressional Methodology is $608, compared to a zero Minnesota 
Student Contribution. This is based on an average family of two, less 
than the 2.8 observed in the sample. Adopting the Congressional 
Methodology would decrease the award to the average student by $608. 
Congressional Methodology produces a larger expected student contri- 
bution across the income spectrum. Table 3 shows these resiilts. 



Married With No Other Dependents 

For married students with no other dependents applying as independ- 
ent students, the average projected expected student contribution 
using Congressional Methodology is $1,190. The Minnesota Student 
Contribution for the average student is $415. Table 4 shows these 
results. Congressional Methodology expects more from students with 
incomes less than $18,000 and less from those with incomes above 
$18,000. 



Married With Dependents 

For married students with dependents applying as independent stu- 
dents, the average projected expected student contribution using 

ERIC 21^, 



The Impact of Congressional Methodology. . . 



207 



Congressional Methodology is $1,006, compared to a zero Minnesota 
student Contribution. This is based on an average family size of four, 
slightly less than the family size of 4.3 observed for this sample. The 
projected student contribution is higher using the Congressional Meth- 
odology across the income spectrum. Table 5 shows these results. 



Impact Minnesota State Scholarship and Grant 
Program Spending 



rojected spending for the Minnesota State Scholarship and Grant 
Program in Fiscal Year 1988 is $65.9 milhon. At the time of the spring 
update, 60,000 students had received a state scholarship or grant for 
the year. Table 6 shows these results. 



Methodology 

A sample of Fiscal Year 1988 cleared applicants to the State Scholar- 
ship and Grant Program was drawn. Cleared applicants are those who 
completed the application process and were determined to be eligible. 
Both recipients and non-recipients are included in the sample. 

To estimate a Congressional Methodology expected parental contribu- 
tion for dependent students, the expected parental contribution com- 
puted by the Uniform Methodology for Fiscal Year 1988 was multiplied 
by the percentages shown in Table 1. For independent students, the 
process was siirilar. For the income levels within each of the four sub- 
groups identified above, the Uniform Methodology value was multi- 
plied by the ratio of simulated Congressional Methodology and Uni- 
form Methodology values. 

Because the Pell award is considered in making a state scholarship or 
grant award, the impact of the Fiscal Year 1989 Pell program changes 
were considered first. ACT provided simulations of the expected 
changes in the Pell Student Aid Index by income group for each of the 
five categories. The Fiscal Year 1989 Student Aid Index for each stu- 
dent in the sample was adjusted by multiplying the Fiscal Year 1988 
value by the ratio of the Fiscal Year 1989 to 1 ?3cal Year 1988 values 
simulated by ACT. 
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Results 

If the Fiscal Year 1989 changes in the Pell need analysis had been in 
place, the State Scholarship and Grant Program woiild have spent 
$59.7 million in Fiscal Year 1988. This is a reduction in state spending 
of $6.2 million. About 59,000 students would have received an award, 
1.6 percent fewer than the actual number. 

If both the Congressional Methodology and Fiscal Year 1989 Pell need 
analysis changes had been in place. Fiscal Year 1988 spending would 
have been $49.7 million. This is a $10.0 million decrease beyond what 
would have been spent if only the new Pell rules had been taken into 
account. About 49,000 students would have received awards, 10,000 
fewer as a result of Congressional Methodology. 

The impact on students is not evenly distributed. Independent stu- 
dents would have a larger decrease in the relative number of awards 
than dependent students. For 1988, 41 percent of the recipients ap- 
plied as independent students. With the changes in the Pell program, 
the share of recipients who applied as independent students remains 
at 41 percent. Using Congressional Methodology, the share of recipi 
ents who applied as independent students is reduced to 31 percent. 

The impact on the distribution of state dollars is more dramatic. Re- 
cipients who applied as independent students received 34 percent of 
the dollars. The Pell changes result in the share dropping to 30 per- 
cent. These students would accoimt for only 23 percent of the awards 
if Congressional Methodology were used. 

The impact of Congressional Methodology is not evenly distributed 
across all independent students. Recipients who applied as independ- 
ent students and attended a public two-year institution would share 
disproportionately in the reductions. These students made up 22 
percent of the recipients in 1988 (see Table 7). They accoimt for 70 
percent of the decrease in the number of recipients attributable to 
Congressional Methodology. 

Recipients who applied as independent students and attended a 
public two-year institution received 13 percent of the awards. They 
account for 36 percent of the reductions in awards attributable to 
Congressional Methodology. 
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Summary 



C ongressional Methodology reduces Minnesota State Scholarship and 
Grant Program spending by $10.0 million. Those applying as inde- 
pendent students would experience a larger relative decrease in total 
awards than would dependent students. Married students with no 
other dependents and incomes over $18,000 would have larger awards 
with Congressional Methodology. Except for a few exemptions, all 
other groups of students would have lower awards using Congressional 
Methodology. 

Table 1 . Comparison of Expected Parent Contribution Using CM and 
Minnesota Student Contribution Using UM for Dependent Students by 
Total Parents' Income 

Total Uniform Congressional CM As a 

Parents* Methodology Methodotogy Percent 

Income FY 1988 FY 1989 of UM 



$0 to $5,999 


$ 41 


$ 30 


73% 


$6,000 to $11,999 


196 


151 


77% 


$12,000 to $17,999 


277 


291 


105% 


$18,000 to $23,999 


834 


949 


114% 


$24,000 to $29,999 


1.338 


1.558 


116% 


$30,000 to $35,999 


2.198 


2,533 


115% 


$36,000 to $41,999 


3.605 


4,143 


115% 


$42,000 to $47,999 


4.756 


5,345 


112% 


$48,000 to $53,999 


6,188 


6,754 


109% 


$54,000 to $59,999 


7,132 


7,726 


108% 


Over $59,999 


11.177 


11.648 


104% 


Average 


2.713 


2,986 


110% 



Note: Total Parents' Income has been Inflated for Fiscal Year 1969 before the expected parental 

contribution was projected. 
Source: Mmnesota Higher Education Coordinating Board Based on Data Supplied by ACT. 
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Table 2. Comparison of Expected Student Contribution Using CM 
and Minnesota Student Contribution (MNSC) for Independent 
Students Who Were Unmarried Without Other Dependents By 
Base Year Student Income 



Base Year 
Income 


MNoO 
FY 1988 


CM 
FY 1989 


CM as a 
Percent 
of MNSC 


$0to $2,999 


$ 894 


$ 1 ,349 


151% 


$3,000 to $5,999 


1,693 


1.951 


117 


$6,000 to $8,999 


1,796 


3.304 


184 


$9,000 to $11,999 


2,466 


4.787 


-.94 


$12,000 ;o $14,999 


3,001 


6.487 


216 


$15,000 to $17,999 


3,349 


8.141 


237 


$18,000 to $20,999 


4,848 


11.156 


230 


$21 ,000 to $23,999 


5,136 


1 1 ,662 


227 


$24,000 to $26,999 


7,191 


13.971 


194 


$27,000 to $29,999 


12,538 


20.532 


164 


Over $29,999 


3,499 


99.388 


2.840 


Average 


1,953 


4.395 


255 



Source: Minnesota Higher Education Coordinating Board Based on 
Data Supplied by ACT. 
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Table 3. Comparison of Expected Student Contribution Using 
CM and Minnesota Student Contribution (MNSC) for Independent 
Students Who Were Unmarried With Other Dependents By Base 
Year Student Income 



Base Year MNSC CM CM as a 

Income FY 1988 FY 1989 Percent 

of MNSC 



$0tO $2,999 


$ 0 


$ 172 




$3,000 to $5,999 


0 


175 


— — 


$6,000 to $8,999 


0 


256 




$9,000 to $1 1 ,999 


0 


203 




$12,000 to $14,999 


0 


273 




$15,000 to $17,999 


0 


298 




$18,000 to $20,999 


0 


546 




$21,000 to $23,999 


1,618 


821 


51 


$24,000 to $26,999 


0 


2,501 




$27,000 to $29,999 


37 


1,844 


4,984 


Over $29,999 


82 


28,573 


34,845 


Average 


0 


608 





Note: The value for the Uniform Methodology was based on the calculated expected 
student contribution less $6,108 as described in the text. 

Source: Minnesota Higher Education Coordinating Board Based on Data Supplied by ACT, 
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Table 4, Comparison of Expected Student Contribution Using CM 
and Minnesota Student Contribution (MNSC) for Independent 
Students Who Were Married Without Other Dependents By Base 
Year Student Income 



Base Year 
Income 


MNSC 
FY 1988 


CM 
FY 1989 


CM as a 
Percent 


$0to $2,999 


$ 0 


$ 176 




$3,000 to $5,999 


0 


139 




$6,000 to $8,999 


0 


163 




5>9,000 to 5)1 1 ,999 


0 


224 




$12,000 to $14,999 


0 


350 




$15,000 to $17,999 


0 


629 




$18,000 to $20,999 


1,366 


894 


65 


$21,000 to $23,999 


2,503 


1,695 


68 


$24,000 to $26,999 


3,204 


1,579 


49 


$27,000 to $29,999 


3,820 


2,664 


70 


Over $29,999 


5,420 


1,178 


77 



Note: The value for the Uniform Methodology was based on the calculated expected student 
contribution less $6,108 as described in the text. 

Source: Minnesota Higher Education Coordinating Board Based on Data Supplied by ACT. 
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Table 5. Comparison of Expected Student Contribution Using 
CM and Minnesota Studen tContribution (MNSC) for Independent 
Students Who Were Married and Had Other Dependents By Base 
Year Student Income. 



Base Year 
Income 


MNSC 
FY 1988 


CM 
FY 1989 


CM as a 
Percent 
of MNSC 


$0to $2,999 


$ 0 


$ 155 


— 


$3,000 to $5,999 


0 


167 


— 


$6,000 to $8,999 


0 


199 


— 


$9,000 to $11,999 


0 


403 




$12,000 to $14,999 


0 


455 




$15,000 to $17,999 


0 


505 




$18,000 to $20,999 


0 


654 




$21 ,000 to $23,999 


0 


786 




$24,000 to $26,999 


0 


1,357 




$27,000 to $29,999 


0 


1,381 




Over $29,999 


1,506 


3,250 


216 


Average 


0 


1,006 





Note: The value for the Uniform Methodology was based on the calculated expected 
student contribution less $10,465 as described in the text. 

Source: Minnesota Higher Education Board Based on Data Supplied by ACT. 
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Table 6. Projected Impact of Changes in Pell Program and CM as 
the Need Analysis on the Minnesota State Scholarship and Grant 
Program for Fiscal Year 1 988. 



Recipients 



Awards 



Projection Scenario 

Projected 1988 
Dependent Students 
Independent Students 

Total 



Number 

35,403 
24,686 

60,090 



59% 
41% 

100% 



% $(000,000) 



$43.2 
$22.7 

$65.9 



66% 
34% 

100% 



Projected 1988 with 1989 
Pell Program Parameters 

Dependent Students 

Independent Students 

Total 



35.113 
24,118 



59% 
41% 



59,120 100% 



$41.7 
$17.9 



70% 
30% 



$59.7 100% 



Projected 1988 with 1989 
Pell Program Parameters and 
Congressional Methodology 

Dependent Students 

independent Students 

Total 



33,573 
15.175 



69% 
31% 



48,749 100% 



$38.4 
$11.4 



77% 
23% 



$49.7 100% 



Source: Minnesota Higher Education Coordinating Board based on data sup- 
plied by ACT. 
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Table 7. Independent Students at Technical Institutes And Com- 
munity Colleges Share of the Minnesota State Scholarship and 
Grant Program Spending and Share of Decreases Resulting From 
Implementing the Pell Program and CM as the Need Analysis for 
Fiscal Year 1988. 



Case Number Awards 



Share of Projected 1 988 Awards 22% 1 3% 

Share of Decreases Due to Using 

1989 Pell Program Parameters 23% 28% 

Share of Decreases Due to Using 
1989 Pell Program Parameters and 

Congressional Methodology 70% 36% 



Source: fy/!innesota Higher Education Coordinating Board based on data sup- 
plied by Act. 
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The Impact of Congressional Methodology 
on University of Minnesota Twin Cities 
Campus Financial Aid Applicants 

Reed Carpenter 

University of Minnesota 



Introduction 



Congress, in 1986, significantly changed the methodology used by 
postsecondary education institutions to determine eligibility for stu- 
dent financial aid. This paper examines the consequences that CM 
holds for five student categories that compose the financial aid appli- 
cant population at the University of Minnesota's Twin Cities campus. 
Three questions will be considered. Have students' eligibility for aid, 
relative to each other, changed? Has aggregate and average student 
need changed? And, has the nxunber of students eligible for aid 
changed? To examine these questions, it is usefxil to review how eligi- 
bility for financial aid is established and how financial aid is awarded 
at the University of Minnesota. 

Establishing Student Eligibility and Need 

Federal law establishes the manner in which eligibility for aid is deter- 
mined. To be considered eligible for aid students must meet a number 
of standards including: citizenship, satisfactory academic progress 
and level of attendance. Need is established by subtracting a contribu- 
tion from income and assets available to the student from a student 
expense budget. The difference resulting from this calcxilation repre- 
sents the amount of aid a student may receive from all sources. 

Awarding Financial Aid at the University of Minnesota 

Once it has been determined that a student is eUgible for aid and has 
need, awards may be made. At the University of Minnesota awarding 
takes place in three steps. First, external sources of aid are awarded. 
This includes federal Pell grants, state grants and scholarships. Next, 
campus-based funds, including federal and state appropriations to the 
campus and institutional funds, are awarded. If need remains, it may 
be met by entitlement loan programs such as the Stafford Student 
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Loan Program (GSL), or emplo3niient. The change to CM has implica- 
tions for each step in this awarding process. 

Because the impUcations of changes to external sources of aid (Pell and 
state grants) is addressed in other papers, this paper concentrates on 
the impacts of CM on the awarding of campus-based funds, entitle- 
ment loans and employment. However, it should be noted that the 
formula^s used to establish need for Pell and state grants are different 
than CM, which is used to establish need for campus-based appropria- 
tions, and campus-based entitlements. 

Campus-based Entitlements 

Although eligibility for campus-based appropriations and campus- 
based entitlements are determined by use of Congressional Methodol- 
ogy, they often differ significantly in terms of who controls awarding of 
such funds and the supply and demand for each type of aid. 

Campus-based appropriations are loosely defined as those funds for 
which an institution may establish awarding criteria, as compared to 
external sources of aid where federal or state agencies determine both 
eligibility and the amount of the award, and campus-based entitlement 
aid, where eligibility is determined by federal or state policy and the 
amount of the award is, within limits, the student's decision. Campus- 
based appropriation funds include government sponsored programs 
such as Perkins Loan (NDSL), Supplemental Educational Opportunity 
Grant (SEOG) and College Work Study (CWS) as well as institutional 
funds. 

When considering the impacts of CM on the awarding of campus-based 
appropriations you mxirt ordinarily work with an assumption of 
greater demand than supply. Often, schools award such funds to 
students until the funds run out. From that point on, students must 
meet any remaining need by way of campus-based entitlements. Be- 
cause funds run out before students' need is filled, a significant ques- 
tion to consider is whether a difference exists in the relative order in 
which students are av/arded funds under Uniform Methodology (UM) 
and CM? Put another way, how many students who received an award 
under UM will not receive one under CM? In the case of our rec<jnt 
change to CM, a subsidiary question also arises. Have the changes in 
student budgeting (i.e., the lack of recognition of dependent costs) 
affected the relative ordering of students with dependents and those 
without dependents. 



ERIC 



225 



The Impact of Congressional Methodology. 



219 



Campus-based Entitlements: As compared to campus-based appro- 
priations, availability of funds is not as significant an issue when 
considering campus-based entitlements. In most instances supply 
equals demand. As is the case with campus-based appropriations, a 
student must first establish need, H^,ing established eligibility and 
need, fewer governmental or institutional awarding limits exist. Al- 
though the supply of work opportimities varies from labor market to 
labor market, it is reasonable to assume that few limitations exist on 
access to campus-based entitlement fimds other than those imposed by 
the methodology or a student's expense budget, A significant question 
to consider in this instance is, do students have the same aggregate or 
individual need under CM as UM? Clearly there have been changes. 

Two changes from the Higher Education Act of 1986 bear on this ques- 
tion. First, Congress has limited the dependent costs that financial aid 
administrators may include in a student's expense budget. Second, the 
expected family contribution calculations have changed for each type of 
student considered here. 



Method 



X 0 evaluate the effects of these changes on campus-based appropriations 
and campus-based entitlement aid, a worst case example was used. 
This was accomplished by applying the lowest student expense budget 
used at the University of Minnesota Twin Cities campus for the 87-88 
academic year to all students included in the sample. Expense budgets 
for students with dependents or spouses were reduced xmder CM to 
reflect new federal policy. In addition, no adjustments were made to 
budgets under CM to account for increases between academic years in 
either direct educational costs or maintenance costs. The University of 
Minnesota uses a variety of budgets based on tuition rates, which vary 
extensively from college to college and by year in school. The nature of 
the sample did not allow distinctions to be made by college of enroll- 
ment. 



Sample 



he cases used in this analysis consisted of a random sample of 2297 
applicants for financial aid at the University of Minnesota Twin Cities 
campus during the 1987-88 academic year. The sample was provided 
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by ACT as part of their simulation service. Because the sample in- 
cludes only applicants from ACT's database, it should be noted that not 
all applicants enroll in school or complete the financial aid application 
process if they do enroll. The University of Minnesota has noted sig- 
nificant differences in the population of students who apply for aid 
and those who complete the application process. As noted above, the 
sampling procedure did not allow distinctions by college of enrollment 
or year in school. 

Results 



Campus-Based Appropriations 

Two questions were posed about the impact of CM on campus-based 
aid. Had relative eligibility among students changed and do students 
with dependents fare worse or better now that federal student expense 
budgeting standard no longer recognize dependent maintenance costs. 

For each classification of student under UM and CM, Table I shows 
average need of students with need, each classifications relative rank 
and the number of students showing no need. 

Tables I & II categorize students into dependents and four classifica- 
tions of independent students. The last three classifications of inde- 
pendent students (Married with no Dependent, Married with Depend- 
ents and Single with Dependents) are those students who are affected 
by the decision to no longer recognize dependent maintenance costs. 

Campus-Based Entitlements 

Table II illustrates the impacts of CM on aggregate student need on 
dependent students and four categories of independent students. 

The results for all questions are summarized below by category of 
student: 

Dependent Students: These students constituted 51.2 percent of 
the sample. They are almost exclusively undergraduate students. 
Whereas, aggregate eligibility for aid among members of this group 
in the sample dropped by 28 percent the average need of students 
v^ith need dropped from $4,394 under UM to $3,691 (16 percent) 
under CM. Dependent studenf s relative need rank under UM and 
CM is the same. A difference exists in the percent drop in aggre- 
gate and average need because the number of students shov^ing no 
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need jumped from 9 percent of the category under UM to 21 per- 
cent under CM. 

Single Independent Students With No Dependents: This group 
constituted 33.2 percent of the sample and was dominated by 
third and fourth year imdergraduates and graduate students. 
The classification experienced a decline in aggregate eligibility 
of 22 percent while the average need of students with need fell 
from $5,942 under UM to $5,178 (13 percent) imder CM. The 
relative need rank of these students fell from 3 under UM to 4 
under CM. Again, a difference exists in the percent drop in 
aggregate and average need because 10 percent of all students 
in this category lost all eligibility for aid. 

Married Independents With No Dependents: This category con- 
stituted 5.8 percent of the sample. Again, most of these students 
are ujidergraduate juniors and seniors or graduate students. In 
the aggregate, this group experienced a 63 percent gain in eligi- 
bility. Average eligibility increased from $4,699 under UM to 
$6,659 under CM. Under UM, 16 percent of the students in this 
category did not show need. Under CM, all students in the 
category exhibited need. The relative need rank of students in 
this category rose from 4 under UM to 2 under CM. 

Married Independents With Dependents: This category consti- 
tuted 4.9 percent of the sample. The average family size of 
married independent students with dependents in the sample 
was 3.8. Again, most of these students are undergraduate jun- 
iors and seniors or graduate students. In the aggregate, this 
group experienced a 4 percent gain in eligibility. Average eligi- 
bility increased from $6,200 under UM to $6,443 under CM. All 
students in the category exhibited need under both UM and CM. 
The relative need rank of students in this category fell from 2 
under UM to 3 imder CM. 

Single Independents With Dependents: This categorj^ consti- 
tuted 4.8 percent of the sample. The average family size of 
single independent students with dependents in the sample was 
2.9. Again, most of these students are undergraduate juniors 
and seniors or graduate students. In the aggregate, this group 
experienced a 19 percent loss of eligibility. Average eligibility 
decreased from $9,357 under UM to $7,583 under CM. All stu- 
dents in the category exhibited need under both UM and CM. 
The relative need rank of students in this category remained the 
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same. Under both UM and CM these students generally rank as 
most needy. 

In general, the results show a nimiber of changes. Single students 
with no dependents and married students with two dependents drop in 
the relative order of awarding. Married students with no dependents 
rise. Students with dependents or a spouse maintain their position, 
relative to students with no dependents, in the awarding priority. 
However, married students with no children now enjoy a higher prior- 
ity than do married students with dependents. Applicants who show 
no need increase from 5.5 under UM to 14.7 percent of the sample 
under CM. 

In aggregate, student need across all categories decreased by 19 per- 
cent as a result of moving to CM. The average need of students show- 
ing need dropped from $5,010 to $4,075 or 19 percent. 



Conclusions 



n the competition for campus-based appropriations, married students 
with no children are the big winners, while single students with no 
dependents and married students with dependents lose relatively. 
Students with dependents or a spouse maintain their priority relative 
to students with no dependents. 

In aggregate, students will exhibit less need. We expect that this will 
translate to less eligibility for Stafford Student Loans (GSL) and that 
it may result in increased reliance by students on familj'^ resources, 
employment programs or loans programs with less favorable interest 
rates (e.g., SLS & PLUS) to finance their education. Student borrow- 
ing and employment will be areas worth watching over the next few 
years to see if new patterns result. 
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Table 1 

Average Financial Need and Relative Rank 
Uniform Methodology and Congressional Methodology 

Uniform Methodology Congressional Methodology 





Not 


Average 


Need 


Number 


Average 


Need 


Number 




Cases 


Need 


Rank 


Ineligible 


Need 


Rank 


Ineligible 


Dependent 


1177 


$4,394 


5 


106 


$3,691 


5 


257 


Single No Dep 


762 


$5,942 


3 


0 


$5,178 


4 


80 


Married No Dep 


133 


$4,699 


4 


21 


$6,659 


2 


0 


Married With Dep 


113 


$6,200 


2 


0 


$6,443 


3 


0 


Single With Dep 


112 


$9,357 


1 


0 


$7,583 


1 


0 


Totals 


2297 


$5,010 




127 
(5.5%) 


$4,075 




337 

(14.7%) 



Table 2 

Aggregate Financial Need 
Uniform Methodology and Congressional Methodology 





Aggregate 
Need Under UM 


Aggregate 
Need Under CM 


Percent 
Change 


Dependent 


$ 4,706,129 


$3,395,818 


-28% 


Single No Dep 


$ 4,527,683 


$3,531 ,313 


-22% 


Married No Dep 


$ 526,323 


$ 855,582 


-^63% 


Married With Dep 


$ 700,564 


$ 728,028 


+ 4% 


Single With Dep 


$1,047,988 


$ 849,288 


-19% 


Totals 


$11,508,687 


$9,360,029 


-19% 



Source: ACT Simulation of the 87-88 University of Minnesota Twin Cities campus 
population 
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he purpose of this report is to inform executives and managers of state 
student financial aid processing agencies about options in state-level 
student financial aid research. These options have already been exer- 
cised by the various states represented in the preparation of the report: 
New Mexico, New York, and Washington. The project wacj designed to 
focus attention on the resource requirements and benefits of each 
option so that rough comparisons may be made. 
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Introduction 



he purpose of this report is to inform executives and managers of state 
student financial aid processing agencies about options in state-level 
student financial aid research. These options have already been exer- 
cised by the various states represented in the preparation of the report: 
New Mexico, New York, and Washington. The project was designed to 
focus attention on the resource requirements and benefits of each 
option so that rough comparisons may be made. 

Research options chosen by New Mexico and Washington consist of 
unit record data collection and matching of the unit record with other 
available information. The two New York research options discussed 
are surveys which occurred five years apart. The wait record systems 
deal with need-based aid recipients, while the surveys address all 
college students whether aided or not. These characteristics of the 
target populations were based on the information needs of the agencies 
involved rather than on inherent restrictions of either method. 

In the cases of the states collecting imit record reports, legislative 
mandates empowered the agencies to obtain the data from postsecon- 
dary schools. Both survey approaches in New York were undertaken 
at the initiative of one or more agencies and without legislative action; 
institutional participation was voluntary. Again, these are not inher- 
ent restrictions of the respective methods. 
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Project Specifications 



The databases vary widely in size and level of detail. The Washington 
State Unit Record Report (URR) routinely collected by the Higher 
Education Coordinating Board consists of 37 bits of information on 
about 60,000 students. Schools participating in Washington State 
financial aid programs report on all need-based aid — federal, state or 
private — distributed to students each year. The URR data are com- 
bined with demographic information from College Scholarship Service 
tapes for the state to form to a local database called the Master Analy- 
sis File or MAF. 

In N^w Mexico, an elaborate database was constructed using four 
data sources for the 1986-86 academic year. The study was restricted 
to students attending at least half-time and having needs analyses 
performed by the federal Pell Grant Division of the U. S. Department 
of Education, the College Scholarship Service (CSS), or American 
College Testing (ACT). The sources were the Pell Grant Applicant 
Tape or CSS/ACT needs analysis tapes; the Commission on Higher 
Education (CHE) Student File; the CHE Degree File; and the CHE 
System Tracking of Aid Recipients (STAR) Report. The subjects were 
resident imdergraduate and graduate students who attended public or 
private nonprofit institutions of higher education in New Mexico. 
More than 11,000 student records were reviewed. 

The 1981-82 New York Higher Education Services Corporation 
(NYSHESC) Student Survey involved a sample of almost 10,000 stu- 
dents or approximately 1 percent of fall 1981 enrollment at participat- 
ing institutions. More than half were identified as recipients of some 
kind of financial aid. Enrollment characteristics such as full-time or 
part-time status and imdergraduate or graduate level were obtained 
from institutional Registrars. Detailed information on educational 
costs and resources was obtained on survey instruments sent to stu- 
dents and their Financial Aid Administrators. Replies from one or 
both sources were received for about 75 percent of the records. 

In 1986-87 the U. S. Department of Education Center for Educational 
Statistics (CES) conducted the National Postsecondary Student Aid 
Study (NPSAS). Nationally, the survey involved 59,886 students fi:'om 
1,074 participating institutions. States were given the option of paying 
for **augmented" samples which would provide state-level representa- 
tive data. New York was the only state to exercise this option. The 
effort involved cooperation among the State Education Department 
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(SED), the New York State Higher Education Services Corporation 
(NYSHESC), the State University of New York (SUNY), and The City 
University of New York (CUNY). The New York sample ultimately 
consisted of about 8,000 students or perhaps 1,000 more than would 
have appeared had the sample not been augmented. 



Types of Results 



Unit record reports are characteristically used for routine reporting 
about student aid activity in the state. In both Washington and New 
Mexico, major research reports on unmet need among recipients of 
need-based aid were also produced. 

Washington institutions are the most frequent users of the state's 
URR. Each school receives three standard printouts providing a series 
of comparison among (a) groups of schools; (b) socioeconomic factors; 
and (c) types of aid. 

In New Mexico, the results of the xmmet need study have been used to 
justify tying increases in state need-based aid to certain kinds of cost 
(tuition) increases. Between 1984-85 and 1987-88, a 670 percent rise 
in program funding was obtained for the New Mexico Student Incen- 
tive Grant (NMSIG), which provides grants to imdergraduates attend- 
ing public and private institutions when substantial financial need is 
demonstrated. The action was taken partially in recognition of the 
need to compensate for reduced federal aid levels. 

Survey options are typically utilized by states when detailed cross- 
sectional data for a given time period are needed. The 1981-82 
NYSHESC Student Survey generated information about student edu- 
cational financing by both recipients and nonrecipients. A major re- 
search report dealt with unmet need among undergraduate recipients 
from different ethnic groups. 

The 1986-87 NPSAS New York sample likewise allows detailed assess- 
ment of student educational financing patterns in the state with the 
additional advantage of national data as backgroimd. To the extent 
that similar items were used on the two surveys, some comments may 
be made on changes observed in student financing patterns during the 
intervening five-year period. 
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Required Resources for Data Collection 



r adequate lead time for planning and start-up, a Unit Record Sys- 
tem such as that foimd in Washington may be maintained by a half- 
time staff person over a six-month period annually. Computer services 
are obtained from a centralized facility available to all Washington 
state agencies. 

The New Mexico model was developed and is supervised by a full-time 
professional who also performs numerous other duties. The level of 
effort to initiate such a system is estimated at .7 of one FTE employee 
for two years. Routine use of the needs analysis tapes in updating 
New Mexico's database has been discontinued since the essential data 
elements appear on the CHE files. Computer services, including some 
data cleaning, are arranged on a contract basis. 

The 1981-82 NYSHESC Student Survey data collection was performed 
in-house and required the full-time services of two individuals (one 
professional, one clerical) for one year with additional assistance by 
other professional and support staff for shorter time periods. The 
NPSAS study and New York augmentation were performed by Westat, 
Inc. of Rockville, Maryland under contract to the U. S. Department of 
Education Center for Educational Statistics (CES). Data for the 1986- 
87 academic year were made available in May 1988. Staff time from 
the New York agencies was required for planning, communication and 
cooperation with CES. There was a state expenditure of some 
$100,000 for the augmentation of the sample. This price reflects a 
federal subsidy of the state's enhanced participation. 



Further Details Available 



his paper was prepared by members of the Research Committee of the 
National Association of State Scholarship & Grant Programs 
(NASSGP) and presented at the Fifth Annual Conference of the Stu- 
dent Financial Aid Research Network of NASSGP and the Nation 
Council of Higher Education Load Programs, Inc. (NCHELP). Specific 
study results and further details on the state-level research options 
discussed here are available from the authors. 

In New Mexico, contact Dr. Porfirio R. Diaz, Director, Planning and 
Development Program, Commission on Higher Education, 1068 Cerril- 
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los Road, Santa Fe, New Mexico 87501, (505) 827-^8300. The Washing- 
ton contributor was John Klacik, Senior Program Associate at the 
Higher Education Coordinating Board, 908 East Fifth Avenue EW-11, 
Olympia, Washington 98504, (206) 586-1405. New York information 
and overall manuscript preparation (including responsibility for any 
errors or oversights) were provided by Marilyn Sango-Jord^, Statisti- 
cal Consultant, JBL Associates, Box 442, 217 16th Street, Watervliet, 
New York 12189, (518) 273-8144. A presentation on the National 
Postsecondary Student Aid Study (NPSAS) was offered at the same 
event and schedule to appear elsewhere in these proceedings. 



Uniformity of Data Elements 



he unit record reports and surveys described in this paper contain 
some common data elements. Financial aid researchers, particularly 
those of the NASSGP/NCHELP Research Network and the NASSGP 
Research Committee, stress the importance of common data elements 
in allowing comparisons across geographical lines and over time. 
Other states or agencies contemplating the development of unit record 
reports or survey instruments are urged to contact the authors of this 
paper or other NASSGP Research Committee members for assistance. 
To the extent that common data elements are used as new systems are 
developed, the base of comparable information is broadened and many 
research purpose^ are supported. 
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